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CHAPTEX XVI. 

Industries — General 

The predominantly agricultural character of our 
national economy at. present, and the backwardness of 
our industi'ial development even in this age of the factory 
and the workshop might deceive an ignorant obser\'er 
of our country about the importance of our industries in 
the past. But the following remarks of the Industrial 
Commission should prove as an eye-opener in this con- 
nection. The Commission obser\-es : “At a time -when 
the "west of Europe, the birth place of the modem indus- 
trial system was inhabited by imcudlized tribes, India 
^vas famous for the. wealth of her mlers and for the high 
skin of her craftsmen. And even at a much later period 
when merchant adventurers from the west made their 
first appearance in India, the industrial development of 
this coimtT)? ^vas at any rate not inferior to that of more 
advanced European nations.” 

The skill of Indians in the production of delicate 
woven fabrics, in the mixing of colours, the %\*orking of 
metals, the precious stones, the preparation of essences, 
and in all manner of technical art had from early times 
enjoyed a ^vorld-^\dde celebrity. There is CNddence to show 
that Babylon traded \\ath India in 300 B.C. Mummies in 
Eg}'ptian tombs dating from 2000 B.C. have been foimd 
%vTapped in Indian muslins of the finest quality. The 
iron industry ^vas also very well developed. It not only 
supplied local wants but also enabled India to export its 
finished products to foreign coimtries. The famous iron 
pillar near Delhi (kih), w’hich is nearly t^vo thousand 
years old, indicates a standard of skill that has simply 
surprised the modem engineer. Indian steel was ex- 
ported to Persia, Arabia and, even England. Thus the 
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manufacture of steel and iron had reached a stage of 
high perfection in India long ago. 

In fact it was on account of the products of her indus- 
tries that in those days Indian trade was considered the 
source of all wealth and in European countries Indian 
manufactures were in great demand. It was this trade 
that lured the traders of Europe to India. After the 
decline of Venice and Genova, which had the monopoly of 
Indian trade, the Dutch and the Portuguese came on the 
scene. This made the merchants of England jealous of 
them and the East India Company was formed to carry 
the manufactures and commodities of India to Europe. 

Although insignificant in volume in comparison 
with modern figures, foreign trade in those days played 
an important role in tlie economic life of India. The 
most important part of the trade was to the shores of the 
Persian Gulf, Burma, the Malaya Peninsula and China. 
•The trade was first in the hands of the Arabs. It was 
mainly through the crusades that western Europe was 
brought in contact with Indian products and since then 
a considerable traffic, both through land and water deve- 
loped to the eastern end of the Mediterranean. The. 
articles Traded were such luxuries as spices, silk, precious 
stones and even cotton cloth. In the fifteenth century 
the Mediterranean route, of Indian trade via Afghanistan, 
Persia to Lebanon coast was cut off by the Turks, and the 
European. Powers began a frantic competition to discover 
another route. This led, at. the end of the century, to 
the discovery of the sea route to India by way of Cape. 

The most significant feature of the foreign trade of 
India of this time was the one-sided importation of precious ' 
metals into India. The mercantilist Europe naturally 
viewed this with great anxiety. The East India Company 
tried to interest Indians in foreign goods but without 
any great success. The Company thus was forced to 
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depend upon the use of its capital for production in India 
and trade between India and her neighbours, remitting 
only its profits to Europe in the form of goods. The spice 
trade was long of great significance and the opium trade 
to China and the tea trade from there to England later 
became important.* 

The industrial supremacy of India, to which men- 
tion has been made in the foregoing pages, however, did 
not continue for long. Though in the beginning the 
East India Company encouraged Indian industries as her 
export trade depended upon them, this policy had soon 
to be given up under the pressure of the Biitish capitalist 
interests which wanted the ‘company to concentrate on 
the export of ra^v materials from India required for 
British factories. The subsequent fate of Indian indus- 
tries is too well-known. The pohtical power won by the b 
East India Company was deliberately employed to mini 
the old Indian industries. Various other factors also/ 
contributed to this decay of our industries.! The delibe- 
rately neglectful and destructive attitude of the East India 
Company to^vards the Indian industries did not come to 
an end with the assumption of direct rule by the Cro^vn 
in 1858. The same attitude continued, though now it 
took the form of a ^vell-defined doctrine, the doctrine of 
laissez-faire. This was the time when the theory of least 
interference on the part of the state witli the economic life 
of the people held its sway in England. The doctrine 
no doubt suited to the interests of that country in the 
particular stage of economic development she ivas passing 
through. These ^vere the days of capitalist expansion in 
England, the world markets were open for her manufac- 
tures, and there \vas no other country to compete -with 
her products either wthin the home market or 
outside it. Hence Laissez-faire meant aU gain and no 


* Capitalistic Enterprise in India : Buchanan, pp. 29-30. 
I Refer the Chapter on Economic transition. 
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loss. But the case of India was different still the 
same doctrine of laissez-faire was inflicted upon her. 
This is the price of political subjection that we had to pay 
and which we have been paying even to this day. India 
being a British dependency has never been permitted to 
adopt an independent policy in economic matters. Her 
fate has always been to remain tied to the apron-strings 
of her foreign masters whose only concern has been to look 
to the interests of the mother country. The result of 
all this was that the Government did not give any atten- 
tion to the dying industries of the country. Rather the 
Government propagated the idea that India with her 
fertile soil and trying climate was more suited to the 
production of raw materials to be exchanged for the 
manufactured goods of British factories. It was said that 
Indian labour is very inefficient, the hot climate of 
the country is enervating, people are less enterprising, and 
therefore modern industries cannot be developed in this 
countiy. Thus people were led to believe that India was 
unfit for industrialisation. Long before the transfer of 
power to the crown. East India Company was also 
working on the same lines. It took, for example, an active 
interest in the expansion and improvement of cotton 
cultivation in India. Towards the beginning of the 19th 
century, the company resolved to revive the indigo indus- 
try and expert planters were brought from the west 
Indies for the purpose. The tea industry, the premier 
plantation industry of India, was introduced and pioneered 
by the Government. Coffee plantations were also estab- 
lished at the instance of the East India Company. Thus 
by the beginning of the nineteenth century, on account 
of this gross indifference and apathy of the Government 
towards industrial development and other contributory 
causes, the industrial supremacy of India had vanished 
and she had been reduced to the position of a predominantly 
agi'icultural countr)\ The economic ruin of India was 
complete. 
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The Beginning of Modern Industries. 

By the end of tlie eighteenth centuiy modem factor^' 
system had been ■well established in Britain. By the 
middle- of tlie nineteenth centur)', Britain had become 
the ■^vorkshop of the \vorld. By this time,, the indigenous 
Indian industries had decayed and gradually one or two 
modern industries had begun to appear. “The most 
successful new Indian enterprises appear to have been 
tliose appl)ung steam to shipping. Steam engines ^\■ere 
also being employed in India in a coal mine, in docks, 
in a paper mill, in cannon-boring, in coining money, 
grinding flour, silk-reeling, and in the spinning, \\'ea\'ing 
and printing of cotton, aU in the neighbourhood of 
Calcutta ^vhere European enterprise was most in ewdence. 
Colonel Sheath, an employee of the East India Company, 
started the firet iron . ^\■orks at Arcof in Madras. These 
early ventures failed, because machinery', spare parts, and 
stores had to come by ^vay of the Cape in sailing ships. The 
engineers, foremen, and sometimes even the labourers 
had to be brought fi-om Britain. Tlie regular mining of 
coal in India had not begun tiU 1814. The railways 
had not come into existence till 1853, when a short line 
■was extended from Bombay, and next year a Ime was 
opened from Hoi\Tah to the Raniganj coal fields. The rapid 
constmction of railway lines thereafter led to a rapid 
expansion of the coal industr)- and by 1890 the total 
production of coal increased to more than 2 million tons. 

' IVith the development of collieries and tlie expansion- 
of. railivays some initial obstacles to the establishment of 
the factoiy industr)'^ in India ivere removed. Lea\4ng 
aside the ill-fated BoiiTeah mills near Calcutta in the 
1820’s, ivhich was, bound to fail, tlie first successful cotton 
miU ■^vas started by a Parsee gentleman, C. N. Davar, 
in 1851. The number of mills increased slowly at first 
and it ivas after the cotton boon of the early sixties had 
come and gone tliat it became considerable. Tlie first jute 
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spinning mill was started by an Englishman in 1855 at 
Rishra, near Seramporc (Calcutta) followed after 4 years 
by the first power loom factory just outside Calcutta. Thus 
by the middle of the nineteenth century one or two modem 
industries came to be established in India mainly due to 
the initiative of foreigners. But the progress was very 
slow and not at all satisfactory. 

Indians feel countrys’ industrial backward- 
ness It was by the eighties of the last century that along 
with the growth of political consciousness in the country, 
Indian leaders and economists also began to lament at 
the industrial backwardness of India. Dadabhai Naoroji 
and Ranade held our industrial backwardness responsible 
for the frequent famines from which the country suffered, 
and for the grinding poverty of the masses. The Famine 
Commission (1880) also pointed out that one of the main 
reasons for the recurrent famines in India was its utter 
dependence upon agriculture. The Famine Commission 
of '1901 also emphasised the same point and insisted upon 
the industrialisation of the country. The Indian econo- 
mists began to explode the theory that nature had destined 
India to remain forever an agricultural country. The 
rapid development of industries • in Japan during a sur- 
prisingly short period was also a great thing that brought 
the weakness of Indian condition in the front. What 
difference a sympathetic and patronising Government 
can make in the economic life of the people was made 
crystal clear by the example of Japan and the criminal 
negligence of Indian industries by the Indian Government 
stood in a woeful contrast. Ranade appealed to Indian 
capitalists to invest their capital more and more in indus- 
tries and to the young generations of the literary castes 
to abandon their traditional aversion to manual labour 
and to fit themselves for industrial enterprise. 

This economic discontent in the country was growing 
side by side with the political discontent. And the 
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alliance of the two, as demonstrated by the institution 
of the Indian Industrial Conference in 1905 in association 
with the Indian National Congress, was no matter for a 
surprise. The agitation that spread in the countiy to secure 
the annulment of the notorious partition of Bengal only 
helped to strengthen the alliance. This led to the great 
S-wadeshi movement in the country and the boycott of 
the British goods was only a negative expression of the same 
feeKhg. There ^vas a great ferment in the country. 
Numerous factories -vs'ere started by Indians, specially for 
the manufacture of piece-goods, soap, matches, pencils, 
glass, and cutler}’', and Swadeshi stores were estabhshed 
where the products of these factories came to be sold. But 
most of these ne\v enteiprises failed partly o\sdng to want 
of practical .training, and business experience and partly 
due to State’s ^vil^ul negligence and apathy. ’For a long 
time the State did nothing beyond the provision of a 
very imperfect technical and industrial education, and 
tlie collection and dissemination of some commercial 
and industrial information, and the organising of a few 
industrial exhibitions or publishing some literature on 
Indian industries. In 1905 at the initiative of Lord 
Curzon a separate Imperial Department of Commerce 
and Industries was established. But aU this was very 
inadequate. And if sometimes a Pro\'incial Government, 
as U.P. or Madras, tried- to e'vince somewhat more 
active interest in the development of industries in the 
province, its entliusiasm was damped by the higher autho- 
rities. Anyway the fact remains that the Government 
could not turn to good account tlie enthusiasm that the 
Swadeshi movement generated in tlie country for the 
development of her industries. The Government also 
aIlo^ved the railway companies to continue their differential 
freight rates to the detriment of our industries. It also 
did not check foreign competition by either levjdng pro- 
tective. tariffs or adopting other measures. This failure 
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all the more convinced the people of India that without 
the active support and patronage of the state at least in 
the initial stages, no industrial development in the 
country was possible. 

Thus- before 1914 India was extremely poor in indus- 
tries. Lack of industrial enterprise and ignorance on the 
part' of the people, in the beginning and lack of ingenuity 
and foresight still, have also been to some extent responsible 
for our slow industrial development. The only industries 
which were large and well-established during the pre- 
war days were the cotton textile of Bombay, the jute 
industry of Bengal, and the coal mining industry of Bihar, 
Orissa and Bengal. The oil industry had been developed 
in Burma and tea in Assam. Excepting, the cotton 
industry, all others were European enterprises. Iron and 
Steel and cement industries were also introduced during 
the pre-war years.. The Tata Iron and Steel Company 
at Jamshedpur started in 1907 was of course a landmark 
in the history of industrial development in India and was 
the first concern to manufacture steel on. a large scale. 
It was a purely Indian enterprise. Another industry 
that showed signs of progress during this period was that of 
supplying electricity for power and light. The develop- 
ment of this industry was also to come later and due to the 
efforts of the Tatas. Besides the above industries, other- 
ones like jute and cotton presses, paper mills, rice mills, 
sugar factories, leather works, engineering workshops etc., 
had come into existence, but they were few and not very 
• important at that time. 

Industrial development during the war (1914- 
1918) The first Great War brought about an unpreceden- 
ted opportunity for the development of Indian industries. 
Imports from enemy countries specially Germany were 
absolutely cut of and even allied . countries could not 
supply manufactured articles to India, first on account 
of their pre-occupation with production for war material 
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and secondly dri account of shortage of tonnage due to 
enemy action and increased wav demand resulting in 
transport difficulties. The creation of special demand due 
to .war requirements was also an encouraging factor. Thus 
India was face to face with a vast opportunity. But 
she ^vas utterly unprepared to make use of it. There 
was tlie difficulty of getting essential machinev)’- and 
materials from foreign countries as she had no machine 
manufacturing industry of her own. There ^vas a serious 
scarcity of teclmical and chemical experts, shortage of 
wagons, coastal vessels, coal, cooking plant and skilled 
labourers. Above aU, the apathy of the Government 
was tliere as usual. Therefore nothing substantial could 
be done in the field of industrial development of the 
country even during the ^var period and it Was under our 
very nose and to our great disappointment and disgust 
that we saw foreign countries like Japan and U.S.A. 
building up their trade relations %vith India on a much 
^vider scale and capturing our local markets. 

In spite of this, ^var was a great eye opener both 
for the people and the Government also to- some extent. 
Indians for the first time realised the danger of their 
utter dependence on foreign coimtries for even some of 
the necessaries of life, and the British Government 
found that the help of India in Eastern ^var theatres would 
have been enormously great had India been an indus- 
trially developed country'-. Therefore, even the recal- 
citrant Government felt called upon to do something, 
however inadequate it. might have been to the needs 
of the situation. The Industrial Commission was 
appointed by’’ tlie Government in 1916 to examine the 
whole question of industrial development in India and 
the manner in -which the Government could give direct 
encouragement to industrial enterprise. The Com- 
mission’s report was published in 1918 in which it -was 
specially emphasised that the Government should take 

2 
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an active interest in the industrialisation of the country 
to make it more self-sufTicicnl. The Commission also 
recommended the ci'cation of an expert technical staff 
to advise the Government in tlrese matters and the 
appointment of Provincial Boards was also strggesled. 
In the meanwhile m February, 1917 the Indian Mirnitions 
Board had also been establishect by the Government to 
make the utmost use of Indian resources fi'om rvar point' 
of view. This also helped, the development of indigenous 
industries to an extent by direct purchase of stoi'cs in India, 
the diversion by means of the priory system and control 
over Home indents of all orders from U. Kingdom and 
elsewhere to Indian manufacutrers, and the render'ing of 
advice and information to those pi'eparcd to establish 
new industries in India. Thus a number of industries, 
particularly cotton, jute, iron and steel, leather-, engineering 
industries, manufacture of chemicals, mineral acids, 
paper, glass, cement, cutlery, fertilizers, paints, varnishes, 
surgical instruments etc., got considerable encour-agement. 
Provincial and Central Departments of industries w'erc 
also established after the. war as recommended by the 
Industrial Commission. To meet the exigencies of war' 
finance, import duties were also enhanced. But with 
all these tinkerings a little here and a little there, the 
fundamental fact of our industrial backwardness remained 
and the opportunity that w'ar gave went unavailcd due 
to several difficulties and handicaps in our way. 

Post-war boom and depression : — With the end 
of the war came the short-period boom when q feverish 
industrial activity was noticed. A number of new 
floatations on an unprecedented scale came on the scene 
in the expectation of the continuation of high war-time 
profits, and an increased demand for goods that remained 
suppressed during the war days. This mania for company 
floatation was especially confined to the years 1919-21. 
But the boom conditions were not to continue for long 
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and soon the tide turned. There now set in a period of 
depression and a large number of liquidations of com* 
panics and firms began to take place. The causes of this 
depression were more than one. The expectation of a 
firm demand and high prices was not fulfilled as the 
tremendous destiniction -wrought by war had exhausted 
the countries of the world. The policy of deflation that the 
■’different countries follorved as a measure to rehabilitate 
their currencies after the war further reduced the consu- 
ming power of the people. Moreover the big fall in the 
exchange value of the rupee in 1920-21 meant a great 
embarrassment to the importers who had counted upon 
high exchange, and the full effects of the previous high 
exchange was now felt by the exporters. The subsequent 
rise in the exchange value of the rupee in 1924 only helped 
to prolong the trade depression as its effect was to further 
intensify the competition of foreign goods in the Indian 
market. The world economic depression that began in 
1929 with tlie' Wall Street Collapse had a further depressing 
effect on the Indian economic life which being mostly 
dependent on agriculture suffered much more than the 
industrialized countries of the west. The effect of dep- 
ression in agricultural prices on Indian industry was 
naturally unfavourable. Under the stress of currency 
depreciation and dumping by foreign countries to ame- 
liorate their own economic conditions, Indian industry 
had to face much foreign competition and hard times. 
Thus it may be fairly correctly stated that the posMvar 
depression in Indian industr)'^ continued till it was again 
caught in the grip of the world depression of 1929 and 
after. It is ti-ue that the history of all economic acti-vity 
has not been of dead uniformity during aU this period, 
and the fortunes of different industries have varied 
from one another at different times. But as a general 
conclusion the above statement 'gives the correct posi- 
tion. 
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One veiy important development in the industrial 
history of our country in the post-war period has been 
the acceptance of the policy of discriminating protection 
by the Government on the j^commendations of the Fiscal 
Commission appointed in October, 1921. How far this 
change in the Government policy from the pre-ivar policy 
of laissez-faire was adequate to meet the needs of indus- 
trial advancement of India, is a question that shall be • 
considered separately? Here, we need only point out so 
much that as a result of the adoption of this halting policy 
of discriminating protection, some industries in the country 
secured protection the effect of which must of course have • 
been to give them a little encouragement and strength in 
facing the otherwijse unwelcome times of post-ivar dep- 
ression. The Iron and Steel industry, the Cotton Textiles, 
the Sugar industry, and the Paper and Match industries 
are the leading examples in which cases protection has 
been granted and as a result of which an impetus has been 
given to their development. 

Post-Depression recovery and recession: — ^The 
world economic depression, that had thrown the economic 
life in different countries and with them in India also out 
of gear, had begun to show the signs of its lifting up during 
and after 1932. India was no exception to it, The Iron 
and Steel, the Cotton, the Cement, the Sugar, and the 
Jute arid the Paper — aU the manufacturing industries 
showed great increases of production. As already men- 
tioned protection was an important factor in this develop- 
ment. The large funds obtained from the export of gold 
from India since 1931 flowed for industrial investment and 
the spirit of Swadeshi has also greatly helped the indus- 
trial expansion of the country in' recent years. The in- 
creased purchasing power in the hands of the agriculturist 
•population due to recovery in agricultural prices also meant 
.greater demand for the products of industries. All this 
led to great activity in the field of industrial production 
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'ivhich. the stock exchanges clearly manifested. There 
appeared again symptoms of over-confidence leading to 
speculation and ' over-trading. In such circumstances, 
a set-back was only natural and it was experienced in the 
year 1937-38 in India also with other countries of the world. 
It ^vas wth tlie breaking out of the second world-war, 
tliat conditions underwent a change for the better. How 
far India has been able to avail of the opportunities offered 
by this war, however, is an important question to merit 
our attention in a separate paragraph. 

The present war and Industrial development 

The war created a great opportimity for the Indian indus- 
tries. The imports of manufactured articles ceased and 
over and above this the Government placed huge 
orders \\dtli the factories in India for military purposes. 
Thus there was an unprecedented boom in Indian Indus- 
tries. Prices touched the skies and even on such high 
prices manufactured articles were not available in the 
market. There was a virtual famine of those manufactured 
articles ^vllich %vere imported in India during peace time 
such as machiner)^ tools and implements and other iron 
goods, chemicals, rubber goods, hard^vare, etc. But even 
those goods which were produced in the country the shortage 
^vas ver)’^ acute indeed. The Indian factories were working 
night and day ndthout any rest — even then the home 
demand, and hlilitary demand could not be satisfied. 

The Supply Department did establish certain fac- 
tories for supplying war materials specially armament 
factories, clothing factories, leather factories, etc., to supply 
^var materials to Indian militaIy^ At Bangalore a factory 
has been set up to repair the planes. This has been a 
real and substantial contribution of war to Indian Indus- 
trial development. These factories wiU. become a per- 
manent feature after war. But this seems insignificant 
in the face of a great opportimity-which -svas offered to the 
country by the ^var and which was lost due ta un-preparedi' 
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ness of the country and unsympathetic attitude of the^ 
State. 

If the State sincerely wished to avail this opportunity 
for rapidly industrialising India much could be done in 
this respect. Automobiles, aeroplanes, heavy armaments, 
hardwares, machine industry could be easily developed in 
India. Only if the Government cared to do it, machinery 
could be imported by the Government from U.S.A. in, the 
beginning of war and all these industries could be deve- 
loped, as was done in Australia, Canada, New Zeland 
etc. But this opportunity was denied to India so that 
the Indian markets may not be lost to British manufac- 
turers after the war was over. Thus we find that a few 
large scale industries and some cottage industries only 
could get a fillip during the war period. 

But there has been a very harmful affect on the 
Indian factories of the war conditions. The plant and 
other equipment is being used night and day and the 
depreciation is very rapid. But it is not being replaced 
by new plant. Thus the machinery and other equipment 
in Indian mills is being made to do too much and very 
soon it will have an adverse affect on the production in 
India. Just after the war for some time it will not be pos- 
sible for Indian industrialists to get new plant because the 
countries manufacturing these machines will have to 
supply the same to their home factories. The home demand 
will be so great that for some time it will not be possible 
to export the machines to India. 

In brief we can say that a great opportunity has . 
been lost. But all the same war did contribute towards 
the industrial development of the country to some extent. 

Our Industrial backwardness and future poten- 
tialities The above review of the recent history of 
industrial development in India is self-expository. There 
is no doubt that from the beginning of the factory industry 
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in the middle of the 19th century the industrialisation of 
the countrj'^ has passed through alternate periods of pro- 
gress and set back, but on the whole it is a case of constant 
and regular expansion both in its intensiveness as \vell as 
its diversity, and the pace has been more accelerated in 
tlie post-war period than in the pre 1914 war days. But 
the importance of this statement should not be over-stated 
or over-estimated. The stage of industrialization that 
India has achieved during the past nearly hundred years 
is by no means satisfactory'. It is a ^voeful story' of a 
chequered and stunted gro\vth not in any way commen- 
surate -with country'’s resources or her requirements. 
Wdiat has been actually done in the field of industry' is 
nothing in comparison to what could have been easily 
done in better and more encouraging circumstances. The 
result is that our \\'hole industrial picture is very irregular, 
incomplete and blurred. There are a number of vital gaps 
that are still to be filled and wthout -which we can never 
put any serious claim to our iudustrial efficiency and 
groAvth. IVe have so far not developed the basic indus- 
tries of machine manufacturing or chemical industries 
to a satisfactory' extent. The necessary' machinery 
and other equipment for setting up modem industries 
have still mostly to be imported. Our demand for 
railway rolling stocks, power plants, stores and replace- 
ment parts etc., is met by' foreign products. “The 
chemical and engineering industries are universally re- 
cognised to be the starting point ia modem industrial 
development, but in India -we have hardly' yet made a 
beginning in these direct'ons.” When on the one hand 
^ve lack some of the very' import industries of the modem 
times, in other cases -we have reached the verge of over- 
production. Cotton - textiles, sugar, cement, certain 
varieties of paper, steel and matches, are some examples 
where we have reached either the stage or very' near the 
stage of national self-sufficiency. This shows we have 
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been hesitant in breaking new ground. Lark of indus- 
trial enterprise is said to be one reason for this. It is 
difficult to say how far (his is the result of circumstances 
prevailing in the country and how far it should be taken 
as an inherent trait of our national character. Any deci- 
sive opinion can be fairly expressed only after necessary 
and adequate atmosphere for industrial development 
has been created in the country by the State through its 
active co-operation and its reactions and results studied. 
The fact, however, remains that “judged by western stand- 
dards, our industiial acliievcments must be regarded as 
being extremely poor in quality and quantity.” 

Here it is necessaiy to sound a note of caution. 
There has been enough of ill-meaning propaganda that 
India by nature is destined to remain a raw material 
producing country for the west. But \vith the passage of 
time people are now getting rid of this false notion. 
The facts of our man and material resources give a direct 
lie to such propagated mis-conceptions. We have an 
abundance and a large variety of raw materials and of 
minerals. Our forest resources are vast and varied. 
“They yield materials for various industrial purposes such 
as the manufacture of paper pulp, matches, tea-chests, 
tool handles etc. They also provide valuable tanning 
materials, certain essential oils, gums, waxes, and 
resins.” Development of transport facilities and inves- 
tigation and research work is necessary ‘'to develop these 
resources. Our mineral sources are quite enough to pro- 
vide for most of the “key” industries. We have iron, coal, 
lead, zinc, manganese, high grade chromium, bauxite, 
tin and mica. It is true that exploitation of our mineral 
resources is in a very unsatisfactory state and needs much 
improvement. The development of hydro-electricity 
has opened vast resources of power for industrial develop- 
ment. Then we have the vast internal market and a 
large supply of labour. About the latter we must admit 
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tliat tlioiigh conditions at .present existing do not com- 
pare favourably with western standards, but the fault is not 
of the labour. Indian labour does not suffer from any 
inherent incapacity. “Given proper supervision and 
suitable plant, just as accurate work can be produced in 
India with Indian labour as in Europe.” A wise im- 
provement in their standard of hving, and better general 
and technical education Avould also go a long Avay in 
improving the existing efficiency of Indian labour. The 
complaint about Indian capital being shy must now be 
looked upon as an out of date slogan. And better bank- 
ing organisation can also do much.- About industrial enter- 
prise we have aheady. said. Thus we have no hesitation 
in saying that India possesses all the necessary potentiafi- 
ties for being a highly industrialised nation. And still 
it has not been so so far. If tlrere is any single factor more 
important than any otlrer which can be fairly held res- 
ponsible for this , slow industrial development of India, it 
is the criminally r.egUgent attitude of the Indian Govern- 
ment. It is only under the active patronage of the state 
that substantial progress in industrialization can be 
achieved. And so long as we do not have it, industriali- 
zation of India must remain only an idle dream. But^ 
this calls for a revolutionary change in tlie character of 
our Government %vhich should not remain tied to the 
apron-strings of a foreign imperialism. IVe are driven 
to the border line of politics and economics and we must 
content wth the statement of mere conclusions rather 
than discuss the ways of achieving them. That is active 
poHtics. ' 

Benefits of industrialization ; — ^Before conclud- 
ing this general chapter on industries of India, there 
remains an irnportant question that should be given the 
. necessary thought. Would industrialization be a desi- 
rable objective for India, sometimes the question is put? 
It may be pointed out in the interest of clarity of thought 

3 
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at the very start, that by industrialization the ■ reference 
is , not to industries in general but to modern large-scale 
industries only. Let us, therefore, first discuss a bit 
in detail this question of modern industries and their 
suitability to India. 

There is no dearth of such persons, and they include 
amongst them some of the most well-known and respected 
leaders of Indian public opinion, as have not hesitated to 
shower very sweeping condemnations on modern indus- 
trialism on all conceivable ‘grounds, moral and spiritual, 
political and economic, cultural and social. If these sweep- 
ing pronouncements arc subjected to a critical examina- 
tion, they would be found to consist of several fallacies, and 
much confusion of thought. One such • statement, for 
example, always ready at hand is that because India 
possesses large supplies of labour and dearth of capital, 
hence large-scale factory industries would not suit her. 
In the opinion of the authors to support the argument 
about labour with that about the capital is wrong and 
unscientific. Our large labour supplies may justify our 
banning mechanised production, is one thing. But in 
spite of the vast resources we possess, to argue that for want 
of liquid capital (money capital) in the countiy at present 
modern industrialism is not suited to our country is hope- 
less confusion of thought. Existence of money capital in 
the country at best can determine our pace of industriali- 
zation, but to make it a criterion to decide about the 
suitability of modern industry to a country is basically 
wrong. Improvement in the credit and banking organi- 
sation and policy of the country, borrowing of foreign 
capital on right terms, and adopting a helpful currency 
poficy are some of the known ways of improving the 
capital situation in a country. Then industrial develop- 
ment itself in its turn becomes a source of new capital 
required for further development of industries. Thus to 
mix the two arguments -of labour and capital is wrong. 
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In our discussion of this problem, as of any other 
problem, our first concern should be to hold to logic and 
scientific reasoning ^vithout caring for the conclusions at 
which we might reach. Let us then first make our issues 
clear-cut. 

The first and the basic fact that we have not to forget 
is that the aim of all, economic activity should be to enhance 
the. total human welfare, and not only the so-called 
economic -welfare -which -would always remain, only a part 
of it. IVe have to so marshall our man-and-material- 
resources as to achieve the above objective as approximately 
as possible. It is from this view point that we have to 
decide all kinds of economic activity, it may concern either 
agriculture, small-scale rindustry or large-scale industry. 
If we examine the conception of total human welfare a 
bit in detail, \ve should find it consisting of economic, and 
spiritual \velfare within the framework of a just social 
order. In other words our economic system should be so 
organised tliat it provides to tlie people an efficient 
standard of existence \vith equal and adequate opportu- 
nities for the development of a fuller self. It is possible 
only by reconciling the mutual claims of maximum pro- 
duction, equitable if not equal distribution, and the deve- 
lopment of human personality as amongst themselves. 
Hence it would be wrong to start with predilections for and 
prejudices against any particular form of industrial or 
agricultural activity. ^ 

Another point that needs claiification is about 
making necessary distinction bet^veen industrialism as 
such and its present capitalist foiTn. The e-vils of one 
have not to be confused with those of the other. Let us 
first discuss the disadvantages pf_ large scale production 
as such, that is of the use of large-scale machinery in pro,- 
duction independent of the social order in -^vhich the above 
production is carried on. One very patent criticism of 
the large-scale mechanised production is that labour in 
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a modern factory is not creative for the majority of the 
workers and hence is not conducive to the development 
of'human personality. It is said that factory work is soul- 
killing. Now, the first thing to be remembered in this 
connection is that no such general and sweeping remark 
about the nature of machine-work can be made. In- 
numerable examples in handicraft production can be 
given ^vhere the -worker has little chance for the develop- 
ment of any creative faculty and the work is as monotonous 
as can be. Similarly machine-work also calls for intelli- 
gence, watchfulness and * responsibihty — all of them 
qualities that produce a good effect on human character. 
It also affords opportunities for thinking out new improve- 
ments in the manufacturing processes and making inven- 
tions. No doubt machine has killed in many respects the 
old type of skill existing in form of manual dexterity and 
artistic craftsmanship, but it has in their place introduced 
forms of new skill required in technical expertness, all 
round adaptability, or versatility, inventive, ability and 
trained judgment. It is also a fact that there is to an 
extent monotony and boredom and an element of drudgery 
involved in machine work, but no one can also dispute 
the claim of machinery to have reduced much human 
toil, meaning heavy and exhausting labour, and also mono- 
toriy in the sense of tedious work arising out of repetitions 
of the same process again and again. It is the monoto- 
nous type of work which- the machine is best filled to take 
up and therefore to, remove monotony we require not less 
but more machinery. Then there are a number of other 
advantages concerning speed, accuracy, augmentation ' of 
human capacity to do many new kinds of work and 
mobility of labour, which have to be credited to the 
account of machinery when estimating its value to modern 
society. 

Another important charge against modern large- 
scale machine production is that it ^results ih concentra- 
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introduction of some planning in one form or another 
under state control, these defects have been to an extent 
lightened. But so far as the- existing capitalist order 
remains intact, these disadvantages also must be there 
in main. 

From the above discussion' of the advantages and 
disadvantages of the use of large scale production our 
previous conclusion that no general statement can be 
made is only confirmed. When we consider the question 
both on theoretical as well as on practical grounds we can- 
not but admit that it is impossible for India to ban the use 
of tlie modern machine altogether. First, whatever may be 
tlie future of world after this deadly warfare, one thing 
is certain that human ingenuity is not going to discard the 
fruits of the modern science in any fit of blank idealism 
and India would certainly ^not like to drive its lonely 
furrow nor would it be possible for it to do so. Because 
that would be the way to suicide which no living nation 
would be' prepared to accept with equanimity. Secondly 
the exigeneies and needs of a modern civilized existence, 
of -which defence requirements are a vital part, eannot do * 
without the use of the modern machines. Our defence 
requirements would require the development of many 
large-scale key industries and in the interest of national 
security they have to be provided for. Lastly, there is 
the problem of providing for our gro^ving population. 
Machine production means greater speed and larger 
quantity and thus it may be necessary to meet the increas- 
ing and varied wants of an expanding people. All these 
considerations constrain us to arrive at the conclusion that 
in the future scheme of economic planning, the big machine 
must have its due place in India as well. Of course it 
must be controlled in the interest of social welfare and 
should not be permitted to make man its servant, as is the 
case to-day. This, however, would be possible only 
under changed and juster economic relations in society. 
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'When and how -would they be achieved is not a question 
that -we should pursue in these pages. But admitting the 
place of the modern factory does not preclude the small- 
scale industries altogether. In any plan of the . future 
industrialization of India, the claims of all the three 
kinds of industries, large-scale, medium-scale, and small- 
scale, will have to be adjusted in the interest of maxi- 
mum total national welfare. Such a planned industrial- 
ization for India, therefore, it is a necessity for ameliorating 
our economic position. In addition to the above advan- 
tages of large-scale industry, there are a few others that it 
. can claim -^vith the medium and the small scale industry 
also. 

In an-y plan of national economic regeneration, 
agricultural reform is unavoidable. The basic problem 
of our agricultural industry is excessive pressure of popula- 
tion on land. To remedy this situation, altenative occupa- 
tions must be found out for the sui'plus population at present' 
, engaged in land cultivation.. This requires industrial- 
ization of the country. Hence requirement of agricultural 
reform is one great point in favour of industrial develop- 
ment of India. 

India’s industrialization would also mean greater 
diversity of national occupations. This is good for country’s 
economic security because it is never -^^se and safe to 
keep all our eggs, in one basket. This is, ho^vever, the 
condition at present. Eighty per cent of our teeming 
milhons depend upon agi-iculture. 

Increase of the national Avealth \vould be a third point 
in favour of developing our industi'ies. This would make 
possible an improvement in the standard of h\dng of our 
people which is highly miserable at present. The im- 
proved taxable capacity of the people \vould also give 
more revenues to the state wliich thus ^vould have larger 
funds for schemes of social and national welfare. 
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Existing unemployment in the middle class people 
would also be reduced by expansion of industries! 

Besides the above economic advantages, indus- 
trial development is bound to produce . a favourable rc- 
actipn on our national character by providing a wider 
and varied scope for aptitude and talent. Intellectual 
alertness, exactness in thought and action, and absence 
of conservatism with a readiness to take to change are 
some of the qualities which are found in an industrial 
population and are worthy of promotion by every nation. 

To conclude our discussion, then, we must state ’ 
that industrialization of India based on a well-co-ordinated 
national plan and giving place to all kinds of industries, 
the large-scale, the medium scale, and the small-scale, is 
a very desirable ideal that the country must place before 
itself. But the first and the foremost essential condition for 
the achievement of this objective of industrial development 
is the etablishment in the country of an independent 
national government which would be free to plan the 
whole national life in all its aspects in the real interests 
of the people. State-planned and state-controlled and 
if and where necessary state-owned industrial develop- 
ment of India which would also fit in the whole picture 
of our national planning, should be our only objective, any 
departure from which, instead of solving our existing 
problems, would only perpetuate and aggravate them. 
To repeat, for this we first require the establishment of a 
truly democratic and national regime in the country. 
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INDUSTRIES— OU ISTANDING PROBLEMS. 

Need for Planning : — The foregoing discussion 
about the existing industrial position of India must 
convince us of its extreme backwardness on the one hand 
and the great urgency of industrial development on the 
other. No serious student of Indian Economic^ \vould 
doubt to-day that -without sound and rational industrial- 
ization of the country, the starving millions of India can 
be helped on to a happy, efficient and cmlized existence 
in future. Hence industrialization is our great necessity. 

But industrialization to be helpful in the solution 
of our economic problem must be on right and well-con- 
ceived lines. Planned development, tlrerefore, is the first 
essential requisite that must be fulfilled. The industrial 
development in the country' so far has suffered from this 
grave defect, the evil results of which are so obvious no^\r, 
To take a few examples only. It is due to lack of planning 
that we have overdeveloped some of our industries as 
cotton, sugar etc., to the entire neglect of the other very 
important ones as machine and chemical industries. By 
over-development here we mean a state of affairs where 
industries have either reached or very near reached the 
stage of national self-sufficiency. “If a certain industry 
is found to be profitable, we go on investing in it to such an 
extent that at last it becomes over-financed and im- 
profitable.” Geograpliical factors determining the dis- 
tance either between the raw material and the place of 
manufacture or the latter and tire expected market are 
also disregarded. The difficulties of tire Bombay mills 
as compared with up-country mills arise from this defect 
of concentrating new industries in tire places of the old 

without any consideration of the fact that the market would 

4 
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absorb the products of all or not. The difficulties in which 
the cement industry had once found itself were also of a 
similar nature. Another very glaring example of a hap- 
hazard industrial evolution in our country is that while 
developing modern large scale industries, the effect of their 
development cn cottage industries in the same line has 
never been studied. How far such old and indigenous 
industries would suffer, and how the sufferings of those 
engaged in them can be mitigated or minimized, have 
never been the concern of our industrialists or the Govern- 
ment. This has made even the meagre industrial develop- 
ment that has been in our country the cause of much 
social maladjustment and eeonomic disintegration. Had 
the industrialization of the country followed a planned 
course, not only the economic ruin of our many indus- 
tries would have been saved, but even the large scale 
factories would not have pursued the one-sided course 
as it has now done. Thus planning is essential for 
sound and systematised industrial progress of the country 
in future. This industrial planning in its return must 
form the part and parcel of the whole national planning. 
Because our industries have to be adjusted to the 
programmes of our agricultural reform as well as the 
reconstruction of the various other economic and non- 
economic aspects of national life. Therefore planning in 
any particular field of national life must be in keeping 
with the principles and policies of our general planning, 
about which we shall write a bit in detail in a separate 
chapter. Here, it must only be limited that any such 
programme of planning is possible only when we become 
a free and independent nation with complete control 
in our hands of the nation’s destiny. 

State and Industry; (Free Trade vs. Protec- 
tion) Another problem allied to the one discussed 
above and in any way not less important is regarding 
the determination of a right policy on the part of the state 



CHAPTER XVir 


27 


towards country’s industrial progress. It involves, in 
its theoretical aspect, the highly controversial question 
of Free Trade vs. Protection. Before we discuss this 
question in its special relation to India, it would not be 
out of place to study it in its general aspect. 

The classical argument in favour of free trade is that 
of comparative advantage based on international division 
of labour. It is ^vith much plausibility that the protagonists 
of the Free Trade School of thought argue that every country 
should produce only those things for which it is best fitted 
and should fulfil its demand for other commodities by means 
of importing them from the countries that are most 
advantageously placed in the matter of their production. 
The result would be the establishment of an international 
division of labour betvyeen different countries of the world 
in ^vhich all would gain and none would lose. In practice 
it would mean that those countries which for geographical 
and other reasons are more favourably situated to carry 
on agriculture should concentrate their productive forces in 
producing agricultural products which should be exchanged 
for the manufactured commodities of other countries 
that are supposed to be best fitted for industrial work. At 
the very face this argument in favour of free trade seems to 
be correct. But a critical examination of it would reveal 
many ^veek points.. The first difficulty wnth which we are 
confronted is about the meaning of the term ‘best fitted’. 
"What is the criterion \\nth reference to which we 
have to determine the suitability or othenvise of a parti- 
cular country in relation to a particular product. Have 
we to consider only tlie natural advantages, that is ad- 
vantages flowing from favourable climate, raw material, 
power etc. Or we have to consider other factors also 
such as concerning labour, transport facilities, currency 
policy of the Government and various others of the kind. 
As in economic matters, like in other departments of life 
we have no clean slate to write upon, and the present can 
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never be delinked from the past, what we do is to start 
with the status quo. And here arises the disturbing factor. 
Status quo is not permanent and is amenable to much 
change in the course of time. If it is favourable to one 
country at one particular time, it can be made equally 
favourable to another also, in certain respects at least, at 
another time. How can you then expect a country to 
accept arrangements based on a particular situation only, 
which is imfavourable to it and which it knows can be 
made favourable only with a little or even more effort on 
its part? A nation free to control its own destiny would 
certainly not submit to the imposition of any such per- 
manent ban on itself. Take a concrete example to il- 
lustrate the point more clearly. By tlic middle of the 19th 
century, as we have already seen, foreign rule in India 
had successfully and completely wrought the industrial 
ruin of the country and it was partly on its ashes that 
England had succeeded in building up her own industrial 
structure and making herself the mistress of the Industrial 
World. And it was on the basis of this deliberately and 
consistently worked out situation that the theoriticians 
of the Free Trade School advocated the policy of India 
concentrating on the production of raw materials for the 
workshops of England because it was claimed that the 
latter was more fitted for manufacturing industries where- 
as India was doomed to remain an agricultural land. Had 
India not been a British dependency, she would have 
certainly retaliated against England as her own blood- 
brothers in America or the Germans did. Every school 
student knows how by discarding tlie free-trade argument, 
America and Germany turned the status quo in their favour 
and in no time emerged as the great competitors of England 
in the industrial field with great . advantages to national 
prosperity and prestige. And we know to-day it is America 
that leads the industrial world,, and not the John Bull, 
pan there be a- greater fallacy of the free-trade argument 
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than this. But this is not all. In spite of all the 
good talk of internationalism, the stark reaUty of 
nations forming separate and independent units pursuing 
their individual intcirests has got to be admitted. Even 
the Communist Russia, under Stalin, has given up her 
international ideals, which, in fact, had even, in the past, 
never advanced beyond tlie stage of a platform talk and a 
distant goal of the future. Therefore, though on the one 
hand all nations realise that it is neither possible nor desir- 
able to follow the objective of complete na,t^onal anarchy, 
yet everyone is anxi.ous to achieve it to as great an extent 
as possible to meet tire requirements of national defence, 
primary and basic necessaries of life, and the employment 
of all the national resources in man and material. It 
is very important that we become clear in our minds 
about all these things. Every country to preserve its 
independence and existence must take care of its defence 
at any cost and no theory of one-sided economic \velfare 
can be permitted to come in the way. There can be no 
question of welfare before existence, and the cost to main- 
tain tire latter is certainly justified in the interest of the 
former also. Hence in defence industries no country 
should depend upon any other, and the argument of 
comparative cost can have no relevancy. The same 
argument holds good in case of the basic necessaries of 
hfe also. Then we have the all important question 
concerning the employment of national resources in their 
full. In this connection the patent weakness of the Free 
Trade theory is that it identifies maximum economic 
welfare with consumption at the cheapest cost. But this 
is wrong approach to the whole question. Maximum 
economic welfare is coterminous \vith full employment, 
and free-trade theories start with this assumption. Even 
if we grant that in conditions of full employment, free trade 
is capable of providing the best among alternative uses. 


^The Communist International has recently heen dissolved.- 
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but wliat does' this conclusion come to ^vllen the assump- 
tion of full employment of national Tesourccs docs not 
mateiTaliSe* And free trade is quite compatible, nay, 
can often be the cause of serious un-employment in a back- 
ward and undeveloped country (like India), with a grow- 
ing pressure on agricultural land of a population Avhich 
cannot find any outlets into alternative channels of pro- 
duction.” Hence on the fundamental ground of maximum 
economic welfare also, the free-trade argument falls to the 
ground. 

The foregoing discussion must clearly show tliat 
the theoretical basis of free trade theorists is much less sound 
than generally supposed or claimed. And, it is the 
recognition of this fact, that compelled even the leading 
free-traders like Marshall to accept by way of exceptions, 
for example, Friedrich List’s argument in favour of 
■“wealth producing capacity” or “infant industries.” The 
argument of “wealth producing capacity,” as Pigon 
admits, is “particularly strong as regards an agricultural 
country wishful to develop manufactures,” for in such a 
country the effect of industrialization in the production 
and augmentation of national wealth is more far-reaching 
than in an “old-established manufacturing country.” 

But if free trade is not a general panacea for all 
countries at all times, it would also be wrong to deny its 
utility to any country at any time. It is all a question of 
relatiyity as to a particular country advocates free-trade 
or protection as the aim of its fiscal policy. It is this relati- 
vity of economic doctrines that explains mercantilism 
of England prior to the. Industrial Revolution, her laissez- 
faire of two centuries thereafter, and her hesitating pro- 
tectionism of to-day. It is again the same relativity that 
goes to explain the protectionist zeal of List and Carey, 
“citizens of two typical countries with unlimited but then 
unrealized potentialities of industriahzation.” And, on 
'the same basis of relativity, the case of India should also 
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be judged in this connection, tliough distressingly enough 
pre-occupations with the interests of a foreign capitalism 
have not alloived the Indian Government to do so, so far. 

Just as Free-trade has been subjected to much search- 
ing criticism at' the hands of the protectionist, so has been 
the fate of Protection as well from the opposite side. 
We shall take note of all these arguments while discussing 
the cases of India, i\dth which we are specially concerned 
in these pages. \ 

■"While tracing the history' of recent industrial pro- 
gress in India, we have seen that tlie attitude of the Govern- 

4 

ment towards industrial development of the' country has 
all along been not only apathetic but .even hostile in.several 
.matters. Before the so-caUed fiscal autonomy was granted 
to India in June, 1921, the State in India had followed 
an altogetlier undiluted policy of free trade. "With this 
newly-'won liberty at tire back, which has, by the ivay, 
proved to be more illusor)' tlian real, tlie Government 
of India appointed in October, 1921, a Royal Com- 
mission to recommend a fiscal policy. As is well-kno^\^l, 
the Commission after a thorough examination of the whole 
question recomrnended the adoption’ by the Government 
of the policy of ‘discriminating protection.’ The foUowdng 
triple formula ^vas enunciated by the Commission : 

(i) The industry^ seeking protection must possess 
natural advantages, as abundant supply, of 
raw materials, cheap po^ver, sufficient supply 
of labour and a large home market. Care 
should be taken to ensure that no industry 
is protected which in due course of time cannot 
stand on its o^m legs ^rithout the aid of pro- 
tection and successfully compete in the ^vorld 
market on equal terms. 

(u) The industry to be protected must be ^one. 
which cannot develop, at .aU' or is not likely 
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to develop so rapidly as national interest's 
require without protection. 

{Hi) The industry must eventually face world 
competition without protection. Besides this, ■ 
the operation, of increasing returns in an 
industry, or the probability that an industry 
would supply the entire needs of the country, 
before long, entitled a particular industry, 
in the opinion of tlxe Commission, to special 
consideration. The Commission also recom- 
mended the basic and key industries as well 
as defence industries for protection xvithout 
the fulfilment of any of the conditions men- 
tioned above. 

Apart from furdier suggestions to protect indigenous 
industries against ‘dumping’ or competition of bounty- 
fed products from abroad, the Fiscal Commission laid 
dqwn that only “young” industries should be protected 
and not the “embryo” industries relying upon the 
speculative hopes of the promoters. The Commission 
further recommended that on the basis of the above con- 
ditions, non-basic industries may be assisted by means of 
import tariffs, and that basic industries, may be assisted 
chiefly by means of bounties. The establishment of a per- 
manent Tariff Board was recommended to enable the 
Government to carry out the above policy by entrusting 
to the Board, among other things, the duty of examining 
the claims of various industries to protection and of watch- 
ing the operations of tariffs and bounties. 

The above recommendations of the Fiscal Com- 
mission (Majority) including the policy of discriminating 
protection, were accepted by the Government and a resolu- 
tion was passed by the Legislative Assembly in February, 
1923. In July 1923, the Tariff Board was also set-up. 

, Thus India was set on the royal road of discriminating pro- 
tection, on which it has continued to this day irrespective 
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of much criticism that has been levelled against this policy- . 
on both the grounds of ‘too much’ as well as “too little’. 

Before we proceed further to discuss the merits and 
demerits of the policy of discriminating protection^ it may 
be useful to point out that the Minority of the Commission, 
consisting of the President (Sir Ibrahim Rahimtoola) 
and all the Indian members excepting two, disagreed- with 
the Majority in its conclusions. According to the former, 
there was no justification for the policy of protection to be 
followed in India to be hedged in by so matiy inhibitions 
and restrictions as the Majority recommended. It does 
not niean that the Minority of ' the Commission ad- 
voeated a policy of an indiscriminate protection. But 
they were definitely pf the opinion that a more liberal 
policy of general "protection was what India needed for its 
full .industrial growth, and the- conditions laid do^\^l for 
applicant industries in the majority report were unduly 
stringent that would entail considerable delay in giving 
effect to the policy of industrialization and would not 
produce adequate results. We shall now examine the res- 
pective claims of the Majority and the Minority not only 
on merely theoretical grounds but also in the light of actual 
achievements made and then form our own judgment in 
the 'matter for future. c 

The majority of the Fiscal Commission in recom- 
mending a protectionist policy for India, which accord- 
ing to them possessed all the potentialities necesssary for 
the industrialization of the country, based , their argument 
mainly on the theory of ‘infant industry’ and ‘wealth 
producing capacity.’ In other words- all that the. Commission 
meant was that prp.tectiqji is necessary for tire development 
of young industries which in the absence of it ^vould not 
find it possible to successfully stand in competition-- wth 
old-established industiles in the same line which have got 
the advantage of an early start. Thus the Commission 
visualized not a scheme of general protection but “a 

5 
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piecemeal application of the protective formula, and 
compartmcntal treatment of each industry.” This was 
the result of misconstruing List’s argument in favour 
of infant industiy. His theory •was applicable to a young 
nation as a whole and not to any particular infant indus- 
tr)\- What List had in view was the industrial develop- 
ment of a -whole nation with all the potentialities for 
that development but left behind in the race of industriali- 
zation in comparison to other countries. He ^vas of the 
opinion that it is only with the help of protection that 
such a countiy ■ would be able to make up the necessary' 
Icc-way. Specifically it was the case of Germany that 
was before him which ^vas then much backward in the 
industrial arena in comparison to England. The halting 
policy of protection which the Fiscal Commission (Majori- 
ty) recommended was, therefore, based on a wrong theory'. 
The Commission mentioned a number of other points 
also against the policy of general protection, such as the 
danger of political corruption, the possibility of com- 
binations, fear of encouraging inefficient production, 
or burdening the consumers too much, or a general rise 
of prices. But all these arguments of the Commission 
were either fallacious or irrelevant. For example 
protection can be a cause of inefficient production if 
the rate of protection granted is very high. This obviously 
is possible both under a policy of general or a piece-meal 
protection. Therefore to say that under discriminating 
protection, in the sense of piece-meal protection as dis- 
tinguished from a co-ordinated and mutually helpful sys- 
tem of protecting mutually inter-dependent industries, 
there would be no danger of encouraging inefficient pro- 
duction; is meaningless. To repeat, it is a question of 
‘degree’ of protection and not of its kind. The. same 
argument holds good in the case of burdening the 
consumers, because that is also dependent on rate and 
period, of protection. Neither it is clear how a policy of 
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discriminating protection can miaimise the danger of 
either political corruption or combinations in com- 
parison to general protection. Their fear of a general 
rise of prices and as a consequence exports failing even 
more than imports and thereby turning the balance of 
trade against the country was also not justified either on 
theoretical or practical grounds. Then it is also to be 
remembered as an extreme argument that if in the interest 
of greater national production unfavourable balance of 
trade is an inevitability, it must not be feared at all. Thus 
it ’should be clear now that the arguments advanced by 
the Fiscal Commission (Majority) in favour of ‘discrimina- 
ting protection’, did not hold much water. And as was 
pointed out earlier, it was particularly on this point that 
. tire ' ‘minority’ disagreed with the ‘majority,’ the former 
being in favour of a more liberal policy of general pro- 
tection which never means, however, indiscriminate or 
too much protection. Therefore, according to our 
rderv point, tlie approach of the hlinority was more correct 
and the tardy growth of industries in India even during 
the past bvo decades \vhen discriminating protection has 
held its s\vay is, in our opinion, an unassailable proof 
of the failure of this policy. 

The policy of discriminating protection did not 
suffer only from the defect that it piece-meal and 

haphazard, in its nature. It Avas responsible, for example, 
also for the refusal of the Tariff Board to consider the 
case of “Embryonic” or potential industries. The Fiscal 
Commission had in unambigous terms laid doAvui the 
principle that “no State assistance by means of bounties and 
•protective duties should be given to industries which have 
yet to be established.” This Avas definitely checking the 
rise of many useful and important industries in the country^ 
Then the ‘triple formula’ Avhich tire Commission recom- 
mended as the necessar)'^ condition to entitle an industry for 
protection is also defective and inconsistent. First, the 
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conditions mentioned therein are very stringent. The 
chief criterion for granting protection to an industry 
must be that of ‘cost of production.’ If it can be safely 
assumed that in a reasonable period of time the costs of 
production of an industry demanding protection would 
be such as can give hope that the industry would be 
able to stand on its own legs, then the claim of that 
industry for protection should be considered as established. 
To make the possession of natural advantages such as con- 
cerning raw material, or internal market as inevitable 
condition for the grant of protection is wTong, and ivc know 
that the ‘triple formula’ of the Fiscal Commission did make 
these advantages an essential pre-requisite. This does 
not mean tht the possession by an industry of these or 
other advantages has no relevancy in deciding its demand 
for protection. The important point to be remembered, 
however, is that all this relevancy c.^ists in so far as these 
advantages affect the cost of production of the industry. 
But so far as the final decision goes it has to be based on 
our estimates of the latter (cost of production) and not 
the former. If we just cast a glance upon the industries 
of the different countries of the world, ^vc shall at once 
find that in spite of their having no advantage cither in 
the matter of raw material or internal market they are 
very prosperous. England does not possess raw cotton, and 
still it has got such an important cotton industry; and 
the produce of most of the industries of the western count- 
ries is marketed iti countries far away from the producing 
ones. Then, so far as market is concerned it also develops 
side by side wth the growth of industrialization and to 
make it, therefore, a pre-condition of industrial growth is 
to an extent like putting the cart before the horse. This 
need not surprise our readers. Any well co-ordinated 
policy of an all-round development of industries in India 
would, create the market for the products of one industry 
in the demand of another. Besides, such an all-round 
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growth would also augment the national dividend which 
-would result in greater and greater consuming capacity 
of the country’s - millions. All this must be enough to 
show that the conditions laid do^vn by the Fiscal Com- 
mission regarding natural advantages betrayed an un- 
scientific approach as weU as a harshness of attitude that 
could have no other effect excepting the strangling of 
country’s industrial growth. The incongurity involved 
in the three conditions of the ‘triple formula’ may also be 
noticed. The second condition says that protection should 
be granted only in. cases where an industry cannot deve- 
, lop at all or at tlie required speed wthout it. Now, .why 
any industry that possesses such natural advantages as 
are laid in condition 'No. 1 would need the help of pro- 
tection for its development is un-understandable. 
Therefore, it is necessary to put the formula in working 
that the first condition must be a little relaxed, othersvise 
the result is bound to be a deadlock. 

So far we have confined our attention to the' defects 
of the policy of discriminating protection enunciated 
by the Fiscal Commission. We shall now discuss if the 
machinery, set up for carrying out this policy in action, 
also suffered fi'om any drawbacks or not. We have seen 
that the Tariff Board established in July, 1923 was such 
a machinery. The first point. that strikes in this connec- 
tion is that there is no statute except a resolution of the 
Government of India in the Department of Commerce 
laying down-.the exact constitution, functions and proce- 
dure of the Board as in other countries. This has been a 
great handicap in the -way of the Tariff Board and must be 
remedied. Regarding the functions of the Board, the 
above resolution of the Government of India is very narrow 
in its scope. Excepting the application of the formula 
of discriminating protection, it does' not seem to contem- 
plate any other job for- the Board. This is definitely 
opposed to the recommendation? of the Fiscal Com- 


38 


INDUSTRIES — OUTSTANDING PROBLEMS 


mission in this matter. The Fiscal Commission envisaged 
a much larger number of functions for the Board, and 
though the Board also in actual practice went a little 
beyond the Government resolution and besides investi- 
gating the cases of discriminating protection, also 
enquired into the cases of Tariff Equality, and Dumping, 
still all this was much less than what the Commission 
recommended. To give a few examples only the Com- 
mission was right in including within the scope of the 
Board’s functions such things as examining the protective 
effect of revenue duties in cases of their alternations, 
examining the effects of Imperial Preference and Bi lateral 
Agreements, and studying their later effects, making a 
continuous study of the data regarding prices, trade, and 
production for protected industries, considering the effect 
of excise duties on Indian industries, as well as of tariff 
duties, and to investigate any complaints regarding com- 
binations and monopolies to the detriment of the con- 
sumer. Another drawback that has been noticed in the 
working of the Tariff Board machinery in India is about 
its procedure. Not only that the Board has always to 
work under the thumb of the Government of India from 
the time an industry submits its case for protection to the 
final moment when decision is taken in regard to it, but this 
whole procedure often involves great delay and much 
irritation which sometimes proves fatal to the industries 
that are granted protection. Inadequate publicity about the 
work of the Board which thus comes in the way of focussing 
public opinion on the question which is subject of an enquiry 
for protection, and the facility granted to rival British 
interests on a “reciprocal” basis (which has no meaning 
in actual practice) to tender evidence and to cross-examine 
the evidence tendered by Indian interests, are other de- 
fects that have existed in the Board’s procedure, the 
later one being unparalleled in the history of world-tariffs. 
Lastly^ the uncertainty of the tenure of the Board’s mem- 
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bers and their dependence upon the sweet will of the 
executive, wl^ch is bureaucratic and irresponsible, has also 
detracted much good from the usefulness of the Board. 
Thus in brief we -can say that reform is necessarj’^ in the 
direction of extending the activities_ of the Board, in making 
its machinery permanent in giving to its members security 
of tenure, and finally in reducing the predominance of 
the executive from which the Board suffers at present.* 

The foregoing discussion should have made the 
point clear that the policy of discriminating protection re- 
commended for and adopted by India -was inadequate 
for the full industrial development of the countiy\ The 
actual results achieved in the field of industrialization 
of the country are a definite proof of the - above statement. 
But this is only half the story told. Because in actual 
practice, barring a few exceptions, the protective duties 
imposed have failed to give any positive or substantive 
protection to the industry concerned. In other ^vords 
the effect of granting protection to industries has not 
been developmental but safeguarding only. This requires 
a little clarification. After the last world-tvar, the ^vorld 
including India has been passing through abnormal 
economic conditions, sometimes due to dumping and de- 
pression and at others due to unfair competition or 
exchange depreciation. And whatever protective duty 
was levied, it helped mostly only to nulhfy the un- 
. favourable effects on tlie industry of the above special 
conditions. “If it were not for the series of artificial cir- 
cumstances which dogged the path of Indian industries, 
perhaps our industries could have either dispensed with 
protection altogether or would have been able to develop 
themselves ^vith extremely moderate duties.” Thus in 
vieiv of the special economic background that prevailed 

* As under war conditions the Government did not think^it possible 
tore-examine protective duties that ended on Marh 31-1941, therefore the 
Tariff Board was disbanded. At present, thus, there is r o T. B. functioning. 
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during this entire period of the working of Discriminating 
Protection, the character of Indian protection has largely 
been of the safeguarding variety ^vhich any government 
must have thought its duty to provide in order to pre- 
serve the industrial structure of the countr)'. Tliis, then, 
has been a very important factor in minimising the good 
that protection even of the discriminating type ^vould 
otherwise have been capable of doing. 

Then there are a few more defects that have been 
noticed in the working of the policy of discriminating 
protection in India. A careful study of the enquiries 
made by the Tariff Board and of the action taken in rela- 
tion to them by the Government must leave one con- 
vinced of the fact that the Government have never been 
very enthusiastic about tire protectionist policy that it has 
accepted in the'ery. The delay that often marked the 
whole process, and the scant courtesy with which the 
Government always appeared to treat the recommenda- 
tions and findings of an expert body, like the Tariff Board, 
clearly showed that in fact the Government secretly nursed 
a feeling of hostility against the avowed policy of discri- 
minating protection. Lastly there \vas the question of the 
conflict of Indo-British interests that really existed. It 
should be taken as an open secret that an all-round and 
full-fledged development of Indian industries must run 
counter to the interests of British capitalism. The 
Fiscal Autonomy Convention, if it was to have any reality 
behind it must mean the freedom and willingness on the 
part of the Government of India to treat Indian interests 
first and all others, including even the British ones after- 
wards. But this pre-supposed a system of Govern- 
ment in the country that was independent of foreign con- 
trol. India Government cannot be said to possess such an 
independent character is more than obvious. Naturally 
therefore the Fiscal Autonomy Convention in India has 
proved more illusory than real. The results of the conti- 



chapter XVII 


41 


nuous clash of interests betiveen India and Britain that 
have always existed behind the curtain has been very 
well summarised by Syt. Adarkar in his Indian Fiscal 
Policy in the follo-wdng words : “(1) Where only or mainly 

non-British interests were likely to be injured, and the case 
for protection was justified on other grounds, protection 
has been invariably accepted by the Government. (2) 
Where protection was likely to injure British interests 
mainly, it was cold-shouldered. (3) '\\Tiere, however, 
it -was possible to erect a double-decker tariff, -with a scheme 
of preference within ■•protection, compromise was reached 
and tlie path of protection was smootlied; (4) In a 
ver}^ few cases, such as paper, tin-plate, ship-building, 
etc., protection ^vas accepted by the Government if there 
. was the counter- acting force of British firms inside the 
countiyf neutralising the opposition of foreign concerns.” 
There is one more point a reference to ivhich becomes 
necessary to complete the whole stor^^ of discriminating 
protection in India. It is about the policy of Imperial 
Preference, which, under the stress of circumstances, the 
Government of India has accepted since 1932. We shall 
not go into the theoretical merits and demerits of the 
policy of Impei'ial Preference at this juncture. All that ive 
have to point out at present is that this policy has upset 
the free working of the principle of discriminating pro- 
tection ^vith ^vhich it certainly cannot be reconciled. This 
has, therefore, been another hurdle in the way of discri- 
minating protection "which, even if it had full and free 
play, must have proved utterly inadequate to meet the 
requirements of India’s industrial progress. 

■ If the line of reasoning that has been developed in 
the foregoing pages is correct, and \ve hold that it is de- 
finitely so, it unhesitatingly takes us. to the conclusion 
tliat India’s industrial growth that would be commen- 
surate Avith her resources in men and material needs a 
more active support on the part of the Government and ^ 



42 INDUSTRIES —OUTSTANDING PROBLEMS 

the halting measure of discriminating protection dealing 
with each industry independently and not as a link in any 
well co-ordinated plan of industrializing the country must 
be replaced by a policy of general protection that would 
have in its view not the development of any particular 
industry but the all-round industrialization of the country 
as a whole.- This takes us to a question of great con- 
troversies, and to give a reasoned basis to our above con- 
clusion, it is necessary for us also to enter into them not 
with a view to get lost in the cobweb but to clear the issues 
of all prejudices and predilections so as to be able to 
examine the problem with the only viewpoint of India’s 
national economy and its highest interests. Let us then 
discuss it at some length. 

We have already examined the arguments advanced 
in favour of Free Trade and found them wanting on both 
grounds of theoretical reasoning and practical experience. 
We concluded that Free Trade or Protection is all a ques- 
tion of relativity, the suitability of each one of them 
being determined by the objective situation found in a 
particular country. Protection as a policy would suit 
India is clear, we have seen, as a result of the application 
of Lists’ argument in favour of 'infant country’ and 
‘wealth producing capacity’ which even the free-trade 
theoreticians as Marshall and Pigon, have admitted. We 
have, therefore, only to examine the arguments that are 
put forth against protection and estimate their respective 
strength in relation to India’s specific case. 

'Before we start to examine the arguments against 
protection, it must be emphasised that we have to view 
the whole problem as a long-range one and as a means 
not only to give full employment to the country’s total 
resources but also tO'. enable it to stand successfully in 
competition with other nations in a world where large- 
scale gangsterism has become the’ guiding principle of 
the civilized nations of to-day. Thus national sufficiency 
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in matters of defence and in primary and basic necessaries 
of life must always be kept as our national ideals, however 
undesirable they may appear on grounds of higher ideahsm 
and interaationahsm wdiich, as a concession to practical 
%visdom, have been either deliberately sabotaged or given 
a silent go-by even by those who are ahs^ays found pro- 
phesying them in an idealist vein. 

One very potent argument against protection is that 
it benefits the producer at the cost of the consumer. 
The argument certainly has an element of truth in it, and 
no protectionist can deny it. Protection means increasing 
the customs duty on foreign imports. Usually it ivould 
result in increasing the price of the foreign imports by tlie 
amount of the protective duty, because the foreign' pro- 
ducer would not like to bear the burden of the duty him- 
self. This means obviously a loss to the consumer. But 
against this loss, we have to consider certain advantages 
of protection also. First, this rise in price may prove only 
.temporary. If protection is given to those industries which 
cannot compete with the foreign products merely because 
they entered tlie field a bit late, then after sometime 
when they have overcome the initial handicap and full 
development of industries has taken place, it might be 
possible for the domestic producers to sell the goods at a 
price lower than the one at ivhich the foreigners sold 
previously. At least they would bring the prices do^\^l to 
tlie former level. But all this is problematical, depending 
upon the cost-factors of tlie protected industries, in relation 
to foreign ones. Secondly, protection by encouraging 
domestic production not only of goods protected but also 
of otliers would also augment -tlie consumer’s income 
and tlius any loss in tlie form of high prices would to 
tliis extent be compensated. But the most important 
thing is diat protection ivould mean employment of country’s 
unutilised resources which is a great advantage and for 
which a little loss in form of raised prices may be justified. 
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That protection might not lay an unjustified burden on 
the consumer, it would have to be seen that the whole 
protective system is built on the basis of a planned and a 
co-ordinated system of industrial growth in . the larger 
national interests. In such circumstances even if a section 
of the country’s population (consumers) has to undergo 
some sacrifice that would be worth making in the wider 
interests of the ivhole nation. 

Another argument advanccd^gainst protection is 
that it leads to a regressive taxation, that is to say a taxation 
the incidence or burden of which falls more on the poor 
and less on the rich. It is claimed to be so on the simple 
ground that duties on consumption goods, being an in- 
direct form of taxation, fall regressively on the poor. How 
far it is actually so would depend upon the character of 
the goods protected. If they are consumed by the general 
public, the' burden of taxation must fall .on them, but in 
case they cater for the wants of only a particular section 
of the people, then the burden would fall on that section, 
alone. But the important question in this case as in other 
cases is not as to who bears the burden but the fact that if ^ 
such a burden is justified on broad national grounds. So 
far as the system of taxation is concerned, it can be made 
-more progressive by means of imposing new taxes on the 
rich for, which there is ample scope at least in India even 
now. The burden on the consumers can also be con- 
verted to their own advantage by spending the amount 
pf the taxes on objects of social welfare. 

The next point in the armoury of anti-protectionist is 
that when protection begins to become effective, it produces 
an adverse effect on the public revenue. Now in the short 
period the contention proves to be right if it is a case of 
raising the' already existing import duties to such a degree 
as there results a restriction of imports. But in the long 
run protection leading to greater development of national 
industries and thereby increasing the national dividend 
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\vould create several new sources of taxation \vhich can 
only have the effect of increasing the public revenue. Even 
in the short period so many complex factors -would act 
and react upon one another that no general remark can 
be possibly made about the net result. 

In relation to all the arguments so far. advanced 
against protection one tiring is clear that all of them 
contain an element of truth as isolated factors, but to view 
them in this perspective is wrong. We have to estimate 
tlieir good or evil from tire standpoint of the totality of 
national welfare, and not only economic welfare.. If in 
tire interest of the total national welfare protection appears 
to be a deshable policy of state action that must be follow- 
ed irrespective of its effects from isolated considerations 
of one thing or anotlrer. But tlrere is one very serious 
argument that is advanced against tire protectionist theme, 
and that is of creating vested interests in tire country with 
all its ernl ramifications including also the danger of politi- 
cal corruption. Now for clarity of drought we must re- 
member drat vested iirterest are the concomitant factors 
of the capitalist form of production. You cannot have 
the one and do arvay wth the other. Protection of course 
becomes responsible for the creation of vested interests not 
as original cause but as an immediate one only in so far 
as it helps and promotes industrialization of the country. 
This erdl, drerefdre, is certain and the only reasonable way 
out of the difficulty is not to forego the fruits of industria- 
lization but to check and minimise the evils as far as possible. 
This calls for an effective control on the part of the Govern- 
ment over the protected industries to safeguard the interests 
of the masses. In fact the control should be extended to 
others as well if it is necessary in the national interest. 
Protection is not the only factor in the rise of trusts and 
cartels which must be controlled to safeguard the general 
interest whatever their origin. Prof. Gyan Ghand 
calls protection (artificial raising of prices for drawing in- 



46 INDUSTRIES — OUTSTANDING PROBLEMS 

vestible funds into an industry) as “a very crude method 
of fostering industries.” According to him “its under- 
lying assumption is that behind the tariff wall, unregulated, 
competitive, laissez-faire economy is to prevail. The 
industrialists want the state to protect them against foreign 
competition, but they do not want the consumer, tlie worker, 
and the community to be protected against their economic 
aggressiveness.” He therefore advocates the adoption 
of quota systems, exchange-controls, and bilateral-agree- 
ments in its place. Of course by means of these many com- 
plications involved in the working of the protective mach- 
inery as of assessment and valuation, or of double, triple 
or multiple decker tariff schedules would be easily avoided, 
and to this extent they can claim a superiority to the 
tariff-system. But to safeguard the general interest even 
the industries established in tliis way, as he himself admits, 
must be subjected to necessary public control. And 
if the aUenation of forces in the country is such as can force 
the Government to institute the necessary public control 
of industries in one case, it would be possible to do the 
same in the"^ other also. The conclusion at which we arrive 
is that so far as the question of safeguarding the com- 
munity against the evils of capitalism is concerned, it would 
depend on the type of forces that are ascendant in the field 
of national politics. If it is the progressive forces that 
are in the ascendancy, the necessary pbblic control of 
country’s economic life would be possible otherwise not. 
This means, for a healthy and sound industrial growth of 
the country a change in the social frame is inevitable. 
In the existing capitalist frame, industrialization must 
otherwise result in the creatibn and growth of vested 
interests. There is no possible escape from this. It may 
however, be argued that on other grounds concerning the 
complex working of the Tariff protection, the protective 
policy might with advantage give place to simple, direct, 
and far more effective methods of fostering industrial de- 
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velopment of the country. Quotas, Exchange controls 
and bilateral agreements are the methods in reference. But 
how far these latter are really simple is an open question. 
Any way protection as an aid to industrial development of 
the country is essential and cannot be replaced altogether 
by any other system of aid. 

Other measures of State-aid : Besides ' the above 
most important methods of Fiscal protection to indus- 
tries discussed in these pages, there arp a fe^v other measures 
of fiscal and non-fiscal character that the State may adopt 
to promote the industrial development of a countiy. It is 
our purpose to make a brief revie\v of them now. 

Levying an export duty on the export of raw 
materials to ensure an adequate supply to national indus- 
tries is one such fiscal measure that is sometimes suggested. 
The only consideration that goes against such a policy is 
that it might not result in imposing a disproportionate 
burden on the producer giving only a slight advantage to 
tlie manufacturer. This point must, therefore, be care- 
fully ^veighed before taking any action in the matter. 
Similarly exemption from the ordinary' duties of raw mate- 
rials, machinery and its parts, tools and instruments, 
imported for industries is another ^vay of promoting indus- 
trialization through fiscal protection. 

The State can do much to help the industrial progress 
also by aiding in the development of a sound banking 
organisation in the countr)'-, following a ' sympathetic 
raihvay and shipping rates policy and creating an effective 
marketing organisation. The necessity to organise a 
sound system of commercial and industrial intelligence 
cannot also be overemphasised. The present position 
in India in relation to all these things is far from satis- 
factory. Our banking organisation has to be adjusted to 
-the needs of industrial finance which undoubtedly is one 
of the presring problems of our industrial development. 
The complaint that Indian railways have persistently pur- 
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sued a highly unfavourable rates’ policy so far as our indus- 
tries are concerned is of long standing and needs be 
removed. The lack of adequate statistics and other datas 
about the industrial and commercial life of the country 
and the absence of a well-organised intelligence service 
are also a great handicap in our way. The Indian 
Research Bureau, established in April, 1935, has amongst 
its otlrer functions also that of the collection and dis- 
semination of industrial intelligence. The different 
Provincial Departments of industries also include tire supply 
of industrial intelligence in their main work. But all this 
requires much extension and co-ordination to arrive at a 
satisfactory state of affairs. 

In the creation of a suitable atmosphere for the indus- 
trialization of the. country, the importance of education 
is great. The type of education that is imparted in our 
modern schools and colleges has become notorious for its 
liberal bent. It does not fitthe young man to be a useful 
member of the society. He develops a condemnable sense 
of dislike for manual work. All this needs a complete 
overhauling is admitted by all thoughtful persons. The 
two educational experts, Messrs. A. Abbott and S. H. 
^Vood, who visited India in November, 1936 at the invi- 
tation of the Government of India, in their report subnlitted 
in June, 1937, have also emphasised the same point. 
The Fiscal Commission also recommended that the Govern- 
ment should take necessary steps for the training of skilled 
labourers, supervisers, foremen and managers. The 
same point of view has been pressed by a number of 
other commissions and committees from time to time. 
The Industrial Commission (1916-18), the Calcutta 
University, (Sadler) Commission (1917-19), the Zakir 
Husain Committee (1937), the Bombay Committee on 
Technical and Industrial Education (1921), and the recent 
Sargent Committee (1940) appointed by the Govern- 
ment of India to enquire into the problem of training tech- 



49 


CHAPTER XVlt 

nicianSj specially to meet ■war requirements, are instances 
in the point. The present situation needs reform in two 
directions. First in our scheme of general education 
specially in the primal^ stage a much more vocational 
bent should be given. The Wardlaa system of education 
is a very commendable effort in this connection and needs 
all encouragement. But before it gets stereotyped, it is 
very necessary that it should be tried intensively by those 
devoted to the work and- possess a really creative insight 
in it. An extensive experimentation of it as -was done by 
the Congress Go'V'emments in different pro-vdnces, was 
a -wrong policy and in future tlie mistake should not only 
be not repeated but also be retraced as far as possible. 
Secondly technical institutions must be started accord- 
ing to tlie needs of our industrial growlli where teclmical 
training is pro\dded to the young men of the country. 
The number of such institutions at present in the country 
is very small. Greater attention should • be paid to the 
training of higher grade of workers as foremen, managers 
etc. Tlie Government of India as well as the Pro-vincial 
Governments must follo^v a co-ordinated policy in this 
connection by estabhshing teclmical institutions in the 
country, giving foreign scholarships, and making the train- 
ing of apprentices as one of the conditions of purchasing 
goods from foreign firms. Here it is important to re- 
member that a close^ contact between industry and edu- 
cational institutions would be ine\dtable to achieve the best 
results and adjust the production of technical institutes to 
actual needs. 

A subject of equal importance is that of Industrial 
fesearch. To keep our industrial organisation abreast 
of the most up-to-date developments in other industrially 
advanced countries of the world, and to carry on further 
improvements in tliem, it is necessary that the work of 
industrial research must be well-organised in every country. 

Big industrial firms as well as the State both have an equal 

7 
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responsibility in the matter. So far neither of them can 
be said to have discharged their charge well. To encourage 
private efforts in this matter Government should render 
all possible help in form of financial aid, expert guidance 
and co-ordination. Universities can also do a lot in this 
direction by establishing a separate department of Indus- 
trial Research. The department should get full co-opera- , 
tion from the industry between which a close contact would 
be very essential. The Government should have its own 
institutions for the purpose. But co-ordination between 
different private efforts inter se and between them and 
tliose of the Government must be maintained to avoid 
waste and unnecessary duplication of work. The 
Industrial Research Bureau, 1935, helped by an Advisory 
body called the Industrial Research Council has a research 
branch at Aliporc. One of its functions is collaboration 
with industry in industrial research, and publication of 
appropriate bulletins giving advice with a view to indus- 
trial standardisation, and assistance in the organisation 
of industrial exhibitions. Further steps have recently 
been taken to promote research work under conditions 
of war. For this purpose the Board of Scientific and 
Industrial Research has been set up. It has the represen- 
tatives of the principal industries also associated with it. 
It may be hoped that the Board may prove to be the 
nucleus of the future national organisation for the advance- . 
ment of industrial knowledge. 

Lastly the Government can give a lot of encourage- 
ment to home industries by following a judicious and 
helpful policy of stores-purchase to meet Government 
requirements. The Government of India’s policy in this 
respect has been the subject of much stringent criticism 
from time to time. .Even the Government appointed 
Industrial Commission complained that preference was 
given to British stores even when they could have been 
supplied equally well both as regards price and quality 
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by Indian manufacturers. The excuse of the Govern- 
ment was the absence of a suitable inspecting agency to 
direct and advise the indenting officer in India who, there- 
fore, sent aU orders to the India Office Stores Department 
in London. But ob\dously the excuse is untenable and 
a suitable agency ought to have been created. It must be 
mentioned here that all this was. against the declared 
policy of the Government in matter of stores-purchase. The 
Indian Stores Department acts in an adwsory capacity as 
a purchase and inspection agency, and acts as a central 
bureau of information regarding the purchase and prices 
of stores. It is also the duty of the Stores Purchase Depart- 
ment to investigate into the possibilities of indigenous 
sources of supply. By an improvement in the system of 
placing orders also, as the Industrial Commission pointed 
out, much encouragement can be given to the expan- 
sion of the old and the establishment of the new indigenous 
industries. For example instead of placing orders for 
unnecessarily diverse kinds of goods, goods of standard 
patterns must be purchased so that to meet the large 
demand it might be profitable to start even a ne^v industry 
at home. An important question about tire stores-purchase 
policy is about the basis of preference to be given. So far 
as goods of the same value and quality are concerned, 
preference must go to Indian manufacturers is of course 
more than ob^lous. But suggestions have come from 
certain quarters that preference must be extended even in 
cases of higher prices or poorer quality to encourage 
further development. "We agree in this connection to the 
view that before an action is taken in this matter, the whole 
case must be submitted to the Tariff Board for Enqiiiry 
because it amormts, in a different way, to gi\dng protec- 
tion to industry or industries in question. 

. Conclusion We have discussed at some length 
the various measures the State should adopt to promote 
the industrial development of the countIy^ WTiat part 
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the State can' play in the matter of providing industrial 
finance, we shall examine in the following chapter. But 
we may anticipate our findings in this connection by 
saying that the role of the State even here is going to be 
not unimportant in any way. All this then takes us to 
the irresistible conclusion that if India has to correct its 
occupational balance, and the present backwardness in the 
industrial field has to be removed, it would be possible 
only with active state-assistance. There is no doubt 
that after the last world-war there has come about a change 
in the attitude of the Indian Government towards indus- 
tries and the present war-needs have given some impetus 
to it. The various Provincial Departments of industries 
have also done some thing in promoting technical and 
industrial education, supplying industrial intelligence, 
and rendering assistance to industries in financial matters 
as well as by establishing arts and crafts depots arid 
organising exhibitions. But the success achieved by them 
has been small. Their activities are also mostly devoted 
to the development of cottage and rural industries and not 
to large-scale industries. Some useful co-ordination is 
made possible by the annual sessions of the All-India 
Industries Conference where in addition to Provinces 
some Indian States are also represented. The Bengal 
Industries Department has got the largest _ measure of 
success. The research laboratory at Calcutta, the Tan- 
ning Institute of Bengal doing research work in leather 
and tanning work, the 'establishment of demonstration 
factories in some provinces, only a few of which haye, 
however, succeeded, and the carrying out of industrial 
surveys in the U.P., Madras, Bengal, and Bombay are 
examples of some good work done by the Provincial Govern- 
ments for industrial development. But it must be at the 
same time emphatically mentioned that such an inadequate 
and un-co-ordinated as well as unplanned help from the 
Government is not going to serve our imperative needs. 
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WTiat we require is a much more active policy on the part 
of the State based on a well-thought out scheme of indus- 
triahzing the country having a clear-cut objective before 
it. The need for such a policy would be all the greater 
when in the post-war _ period the problem of economic 
-reconstruction comes 'face to face and many industries that 
are the creation of war-time opportunities would require 
protection from foreign competition. The Government 
have already announced their intention to appoint a Fiscal 
•Commission after the war. But mere announcements are 
going to bear little fruit and inspire no pubhc confidence. 
The wounds of the past as well as the present are sufficiently 
fresh and festering. Only a fundamental change in the 
character of the Government- which means estabhshing a 
truly national Government in the country -would be 
able to cope witli the situation. Thus India’s political 
freedom is the first requisite for a sound industrial develop- 
ment in the country. So long as we are not going to have 
it by one way or the other, all our hopes of economic ame- 
lioration must remain frustrated and unrealized. Capture 
of political power is the only means for successful -^vorking 
of all schemes of national regeneration and uplift, is a 
hard trutli that no realistic survey of our forces can ignore. 

But there is anotlier and a much more important 
aspect of the problem of industrialization facing the state. 
So far our emphasis has been only on a more progressive 
protectionist policy to be adopted by the State. This, 
however, is not enough. Industrialization is after all a 
means to a particular end, the end being the promotion of 
the general Avell-being of tlie masses. Industrialization, 
if it results in the creation of powerful vested interests and 
an increasing un-equal distribution of wealth in the country, 
wo\dd be of little good. To avoid these e\dls industrialism 
should be regulated by the State in broad national interests. 
Pure and undiluted capitalism has had its" day and any 
attempt to perpetuate or- resuscitate it is bound to be 
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doomed. Thus the industrialization of the country on 
sound and rational lines involves not only the problem 
of state encouragement to industries but also of state- 
control — regulation or ownership of them. Adopting the 
former while rejecting the latter would, far from solving 
our problems, may only increase them manifold. What 
form the control and regulation of industry, may take 
and to what extent, is a question that does not admit 
of any clear-cut answer in. advance. Only broad outlines 
may be suggested. Considering the importance of the 
defence industries to the well-being of a nation, we can 
say that they must be state-owned. Similarly all public 
utility industries should be nationalized. The same 
can be said in relation to- monopolies also. Then comes 
the question of “key industries,” “which are the starting 
point providing the basic equipment of other industries — 
e.g., making of machines, tools, or plant needed in indus- 
trial development.” In view of the great importance of 
these industries, it is necessary in their case also as in the 
case of those already mentioned that they must be state- 
o-vvTied and state-managed. It is in the same category 
that other heavy industries, as various chemical and 
engineering industries, would fall. In relation to all these 
industries in so far as they already exist as private enterprise 
a well-thought out programme for theii gradual acquisi- 
tion and operation by the State should be made with 
provision for necessaiy and reasonable compensation to 
the existing interests. So far as cottage industries as well 
as consumption industries connected with the supply of 
consumption goods and ser\ices are concerned, they may 
only be controlled and supervised in public interest by 
some public authority, as they would be small-scale opera- 
tions mostly diffused throughout the country. 

Generally it is argued that state ownership and control 
of industries mean inefficiency and waste. But the argu- 
meni; in no case c^n be regarded as a conclusive one, The 
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example of Russia must be an eye-opener to all sceptics. 
Further state o^v•nership and control do not mean that 
enterprises should be administered by the ordinary 
Gb\’emment machinery. “The system of administration 
by a public authority freed from political interference 
in day to day administration has now become an accepted 
method of managing nationalised concerns. An autono- 
mous public trust, technically efficient and carrying on 
its duties within tlie frame-work of the policy broadly laid 
down by the state would be free from the difficulties and 
inefficiency which creep in from democratic control.” 

The above remarks about the future industrial 
organisation of India may be condemned by some as no 
better tlian wishful thinking. And there is strength in 
such a condemnation so long as India remains under the 
thumb of a foreign bureaucracy with its characteristic 
arrogance arid' criminal negligence of national interests. 
But rvishful thinking or no wishful thinking, the fact must 
be asserted that no rational and sound industrialization 
of India is possible unless and until tlie twin necessity of 
State encouragement as well as State control and owmer- 
ship is fulfilled. Only under a free and democratic national 
govemmentj such a consummation is possible, needs no 
reiteration. But the India of to-day lives and grow'S in 
the -fulfilment of this hope sooner than latter, is a fact 
that need not be forgotten. 



CHAPTER XVni. 

INDUSTRIES— OU TSTANDING PROBLEMS-(Co«/r/.) 

Tlie Problem of Organisation: — In any scheme 
of sound industrial development, the importance of organi- 
sation is also great. It is to be regi’etted that this aspect 
of our industrial problem has so far not received the 
attention that is its due. In the modern industrial world, 
it is the joint-stock form of business organisation that holds 
the predominant place. The other forms, either an 
individual proprietorship or a partnership, are relatively 
unimportant and need not detain us at all. Now, 
it was in the middle of the 19th century (1857) that the 
joint-stock form of business organisation was bestowed 
upon a legal status by means of an Act of the Indian 
Government. Since then in our country also, as an index 
of the beginning and the growth of a new industrial life, 
the joint-stock company has come in more and more 
prominence. This, is satisfactory. However, there have 
been certain drawbacks associated with the development 
of joint-stock form of business organisation in India which 
merit our serious thought. 

First, there is the question of promoting (starting) 
a joint-stock company. The work of promoting a com- 
pany is not simple and to be carried on sound lines calls 
for the co-operation of three different classes of experts : 
economic experts who advise with regard to points such as 
availability of raw material, conditions of market and 
labour and the economic size of -the proposed business; 
the engineering experts who help in estimating the cost 
of equipment, making decisions about the types of machi- 
nery and their construction and installation; and the finan- 
cial experts who advise regarding the methods of raising 
the necessary funds. The promoters make use of these 
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expert services for which they pay. Because the amount 
of expenditure incurred by promoters in paying the expert 
services or undertaking a proper investigation of the poten- 
tialities of- the enterprise is fairly large, it is risky and also 
beyond the competence of a single individual to take the 
full responsibility. Generally therefore the work of pro- 
motion is passed on to a syndicate consisting of a few 
persons, some of them being bankers and capitalists also. 
After the concern is properly organised and launched 
the promoters disappear from the field after receiving ade- 
quate remuneration for their work. Thus we have a 
class of specialised promoters who are not interested in 
a business beyond the stage of its promotion or establish- 
ment. This is how, then, promotion business, is carried 
on in the industrial countries of the world. If we compare 
the position witlr what exists in India, our unsatisfactory 
state of affairs will be obvious. We have no class of 
specialised promoters. It is the business firms already 
engaged in trade or management of some other business 
concerns which undertake the promotion work. These 
firms are kno^vn as Managing Agency firms. They, 
after the promotion business is over, do not severe their 
connections A\dth the newly started concern but establish 
■themselves as its more or less permanent managers* as 
their very name implies. The absurdity of the whole 
thing becomes all the more clear, when it is known that 
the same firm of managing agents is engaged in promoting 
different kinds of businesses. Certainly they caii claim no 
expert kno^vledge in any one of them. Another defect 
in our promotion business is that it is done wthout the 
guidance of any experts, as we have seen is the case in 
foreign countries. This for two reasons. The Managing 
Agency Firms are unwilling to share the credit of pro- 
moting a business firm wth any one else, otherwise they 
would experience some difficulty in claiming and justify- 
ing the undue privileges they other\wse obtain from -the 

*Under the New Companies Act the position is changed. 
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firm they promote and of which they become also the 
managing agents. Further, specialised services are also 
lacking in India. But the use of such expert services must 
be encouraged, goes without saying. These defects result 
in certain evil consequences. The size of an * average 
industrial concern in India is comparatively small, and this 
is one reason for it. Because no individual promoter 
or a firm can take the responsibility of a big firm which is 
a costly affair. Then making others party in the work 
of promotion also would create difficulty in establishing 
permanent connection with the firm afterwards. Defective 
investigation and financial planning have also been noticed. 
Firms have failed before coming into existence because the 
estimates regarding funds proved to be inadequate. Thus 
shareholders lose and become suspicious. It is therefore, 
necessary that there should be some efficient agency .to 
certify the validity of estimates supplied by organisers to 
future shareholders. 

So much then about the promotion business.' 
Next point is regarding efficient and sound management. 
In a joint-stock company, shareholders are the real 
owners. But they are so many in number, scattered over 
a wide area and lacking the necessary technical know- 
ledge, that the work of direction is not effectively done by 
them. According to the ordinary democratic principle, 
the sharehoders elect a Board of Directors for the purpose. 
They are in charge of deciding the broad policy, but 
the work of actual management to be done at the spot 
is entrusted to paid managerial staff. This is the apparent 
frame-work of a company’s management and it seems that 
all should be well. But a closer and more intimate know- 
ledge of the actual state of affairs would- convince one of 
the many loop-holes existing in the frame-work. The 
first difficulty is that directors are not the true represen- 
tatives of the shareholders. The whole thing in actual 
practice is so manipulated that they depend upon the good- 
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\vill of the management. It is much more so in India 
where the management of a company completely rests in 
the hands of the managing agency firms.* Secondly 
directors are generally persons who lack technical know- 
ledge and business experience. Hence they are con- 
cerned' little wth anything else except their fees. It may 
be pointed out in this connection that tliis non-effective- 
ness of shareholders is not a special feature of India alone. 
More or less it exists in other countries as well. The 
clear-cut remedy is to subject the directors to an effective 
control by shareholders.* This is so possible by improv- 
ing the popular method of voting under ^vhich every share 
has a vote. The system adopted in U.S.A. is w'orth 

consideration. Under this system one vote for each 
share is permitted up to a certain number of shares, and 
then one vote is given for a ^6up of shares beyond that 
number and at the same time a maximum number of 
votes is fixed for each shareholder. Another way to make 
directors more active and interested in the business firm 
is to see that they are given adequate remuneration. The 
number of directors of a firm should be reduced, but the 
pa-yunent must be sufficient. For example, giving the 
directors a share in the profits would certainly improve 
the matters. Generally by means of a provision in the 
Articles of Association, directors are relieved of aU respon- 
sibility ‘except the one arising out of their personal ^^^Iful 
misconduct. This naturally makes the directors negligent 
and indifferent in controlling the affairs of the company. 
It is . suggested that such an attempt to free tlie directors 
firom their legitimate responsibility must be made iUegal.j 

A furdier suggestion to improve tlie system of manage- 
ment is to establish, besides the board of directors, a 
Goimcil of Executive consisting of the managing director, 

♦Under the Ne^v Companies’ Act (1936), provision has been made to 
regulate it and thus bring about an improvement in the present position. 

■f Under the New Companies Act it has been made void. 
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a member of the board of directors possessing technical 
knowledge, and the heads of important departments. It 
should discuss and formulate all the details of the working 
of. the company. They might discuss important matters 
as, well, but decisions in regard to them should be subject 
to the consent of the board of directors. 

Another improvement very urgently required in this 
connection is regarding the checking of inter-locking of 
directors, a tendency which has been on increase in lecent 
years. Thus not only the board of directors is virtually 
under the contiol of the Managing Agents, but it is a 
handful of persons, the big business and industrial mag- 
nates, who dominate a large number of business firms 
as their directors. This prevents the directors from being 
effective and results in centralisation, of control. Hence 
it is necessary that inter-locking of directorate must be 
checked by legislation. 

To increase the effective control. of the shareholders 
on. the" affairs of the company, it is important that the 
auditors must be controlled by them and not the manage- 
ment. In India the auditing work is not conducted 
on . satisfactory lines. One great defect is that “the audi- 
tors are appointed and their remuneration and tenure 
settled by the management themselves.” This is possible 
in: practice, because shareholders’ votes have no effect. 
Complete control of shareholders over auditors must be 
established. One way of doing it would be to debar 
the management and the directors from voting at the time 
of electing the auditors. If this appears to be a very 
drastic suggession, then they must be debarred at least 
from securing proxies. In fact proxies must be prohibited 
in all elections. 

Managing; Agency J — The question of introducing 
necessary reforms in the field of management of our 
industrial concerns is also closely connected with the fate 
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of the Managing Agency System, which is a characteristic - 
feature of company management in India. Let us discuss 
this problem at some length. 

Managing Agency system is the result of the peculiar 
conditions in which -British, enterprise developed in 
India. In the middle of the 19th century the British 
manufacturei's found that it was profitable for them to 
invest capital in India. Companies were registered for 
this purpose in-Engl^and. But there ^vas the difficuly of 
finding capable managers of industrial concerns in India. 
At this time there existed in India foreign firms kno\vn as 
Agency Houses. These Houses besides acting as agents 
of foreign firms in importing British goods and exporting 
Indian goods also carried on financial acti\dties of borrow- 
ing funds and lending them afterwards at higher rates. 
These Agency Houses came fonvard to tahe upon them- 
selves the responsibility of managing the industries 
organised by foreign capitalists. They also arranged 
about the finances .of these concerns, a job that they could 
profitably do in vierv of their banking business. Because 
of this new activity, they now came to be knorvn as 
Managing Agency firms.^ Later on they became the pro- 
moters of concerns in India as well, and appointed themselves 
as their managing agents. The example of these foreign 
agency houses -svas soon followed -by Indian businessmen 
also. Thus there arose the Indian Managing Agency 
firms side by side wth the European ones, and the system 
has continued to this* day. The managing . agents have 
found the work very profitable and there is no intention 
on their part to give it up. The principal feature of the 
system is the Agency agreements into Avhich the managing 
agents enter -with the client firms at the time of incorpora- 
tion. These agreements are made for a fairly long time 
var)mg from twenty to forty years to permanency*. The 
common experience in this connection is that even when 

*Under the Ne\v Ckjmpanies’ Act the position has improved. 
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a definite time limit is mentioned in the agreement, it has 
no practical significance. The great influence which the 
managing agents command enables them to renew the 
agreement in future and once a firm comes under the 
management of a particular firm of managing agents it 
is next to impossible to get it out of their control; 
The managing agents charge commission on production 
of sale or profits as their remuneration*. Besides this 
there are many other kinds of comrnissions which they 
charge for different kinds of services they render to their 
client firms*. Purchase of machinery and raw materials, 
arranging sales and providing capital both block as well 
as working, are some of these services. There are a number 
of other minor sources of income which they get. These 
managing agents always take pretty good care that the 
firms which they manage are financially dependent on them, 
not that the firms are incapable of achieving such an inde- 
pendence but it is not in the interest of the managing 
agents to permit them to achieve it. Because their con- 
trol over the firm is a necessary corollary of the financial 
hold they have over them. The result of the managing 
agency system, in the field of management is definitely 
evil, as it is in others as of finance. The managing 
agents become -the virtual o%\'ners of the firms they manage. 
The shareholders, the directors and even the auditors 
have no effeedve poiver as opposed to them. The 
provision regarding the removal of the agents is so framed 
that ordinarily it becomes out of . question to trans- 
late it into practice. There exist so many checks, inhibi- 
tions, and hurdles in the way of such a removal. 
For example for moving a resolution removing the manag- 
ing agents a veiy long notice, say of an year, is 'often 
made neccssaiy to be given to the agents; secondly a very 
high majority is required to pass such a resolution; tliirdly 
it is also provided th at specified minimum, usually three- 

*Undcr the 'New Companies’ Act the position has improved. 
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fourths, of the total number of votes must be cast at such 
meetings; and lastly any such resolution to be vahd has 
to be confirmed in another meeting to be convened, say, 
sk months after the first meeting. This, \vith the provision 
for a long notice, gives the agents ample opportunity to 
manipulate things in their favour. They can purchase, 
in tlie last resort, shares in the security market to give 
them a larger number of votes to carr>’: the day. And 
if in spite of all these precautions, the agents fail to hold the 
balance in tlieir favour, they are to be given a very high 
compensation for their being removed from office, due to 
their inefficiency and mismanagement. Thus the system 
virtually becomes more or less a hereditary one. 

The foregoing sur\'ey of tlie. managing agency system 
clearly shows that though at the time of its origin it had 
some useful role to play, the system bad outlived its ulitity 
and its perpetuation was a great hinderance not only in 
die way of efficient management but also sound finance. 
It must be definitely understood that the continuation 
of the system in the above form was not at all necessary 
on any ground. . ■ - 

The Companies Act of 1 936 With the passage 
of time the various defeats found associated with the 
company-management in India began to attract more and 
more public attention. Specially, the Managing Agency 
System fell in much disrepute, and the absence of any pro- 
visions in the Companies’ Act regulating a system of so 
vital an importance in the country’s economic life as 
that of the Managing Agency was very keenly felt. Thus 
there arose a regular agitation to remove the defects of the 
Companies’ Act by a better one. The Government had 
ultimately to take notice of the demand and accordingly 
the Indian Act of 1913 •was amended in 1936. ... 

. This amending Act has no doubt improved the exist- 
ing position in several respects and a brief review of some 
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of the more important provisions may not be out of place 
at this juncture. These provisions aim at not only making 
the powers of the shareholders’ in regard to the affairs of 
the company whose members they aie somewhat more 
effective, but also for the first time in the histoiy of com- 
pany legislation in India took notice of the existence of 
the Managing Agency system and tried to regulate it so 
as to minimise its defects. 

So far as shareholders are concerned, a number 
of provisions have been inserted in the amending Act 
to ensure the supply of all necessary information about 
the company and its affairs to them. Thus, for example, 
it has been laid down that the prospectus “must contain 
all matteis which would enable a prospective share- 
holder to form his honest judgment as to whether he should 
go in for shares in the Company or not. Accordingly 
in the ease of companies which lire to have managing 
agents, not only their names and addresses but the pro- 
visions in the Articles of Association or in their agreement 
^as to their appointment and remuneration must be dis- 
closed.” Many other provisions have also been incorpo- 
rated to equip the shareholder with full information 
concerning the Company’s working. The accounts to be 
submitted have to be in more detailed form':, and com- 
pilation of Profit and Loss Account, a director’s report, 
and a report by the auditors have been made compulsory. 
It is for the first time that the shareholders have been given 
the legal right to remove directors by passing an extra- 
ordinary resolution. Similarly the appointment of the 
managing agents, their remuneration and any variation 
in their contract made after the Act have to be approved 
in a general meeting by shareholders. Again any stipula- 
tion for remuneration other than statutorily provided for 
has to be sanctioned by the Company. 

Regarding directors it has been laid down that every 
company shall have at least three directors and not more 
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than one*third of the total number shall be nominated by 
the managing agents. It is further provided that notwith- 
standing anything containd in the articles, two-thirds of the 
total number of directors shall be elected by shareholders. 
Some limitations on the powers of the directors have also 
been laid down, for example regarding entering into con- 
tracts wth the company which must now require the 
Board’s consent, vacating the office of a director automati- 
cally under certeiin conditions as of bankruptcy, accepting 
an office of profit under the company, or failure to obtain 
qualification shares -svitliin the prescribed time etc. Special 
provisions exempting directors from liability in respect 
of negligence, breach of duty, and breach of trust are also 
made void. 

Lastly we have tire restrictions on tire powers of 
the managing agents. Provisions regarding their appoint- 
ment, etc., and their power to nominate the directors, 
have already been noted. Of the remaining ones, the 
most important are those which subject the managing 
agents to the control and direction of the directors except 
to the extent otherwise prordded in tire agreement, 
limit their tenure of office to a maximum period of twenty 
years not only in case of new appointments but also of 
existing ones, in the latter case the period of office to be 
terminated after twenty years of the commencement of 
the new act if not earlier in normal course of tire agreement, 
and make their remuneration dependent on irothing else 
but profits to be arrived at in a prescribed -way. The 
evils of inter-investment as well as of giving or guaran- 
teeing loans to managing agents are also removed by 
legally making such actions void. Similarly after the com- 
mencement of the new Act no contract for the sale, purchase 
or supply of goods and materials r\dth the company can be 
valid except with the consent of the three-fourths of the 
directors present and entitled to vote on the resolution. 
. A managing agent shall also not on his orvn account engage 
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in any business which would come in direct competitiori 
with the company under his management, nor a company 
shall purchase shares or debentures of any company under 
the same management as the first one, unless the purchase 
has been previously approved by a unanimous decision of 
the Board. 

From the above it is clear that under the new Com- 
panies’ Act some changes for better have definitely been 
made. The Managing Agency systeiri as such would 
continue in future also but under certain prescribed stand- 
ard of management. Here it is important to remember 
that in recent years there has taken place a rise in the number 
of firms established without managing agents. This is 
symptomic of the rise and growth of industrial leadership 
in the country. It is a very healthy development. Because 
efficiency and honesty in mangement are, after all, not 
things which can be enforced by legislation only. Legis- 
lation can be of some help, but a more enlightened public 
opinion, a better sense of duty among the entreprenuer 
class, and an experienced, technically expert, honest and 
courageous industrial leadership, are the other essential 
requisites to solve our problems of management as well 
as finance. ^ 

Industrial Finance:— -It is a matter of common 
knowledge to-day that establishment of modern industries 
requires large finances. Hence no survey about the present 
and future industrial development of a country can be 
regarded as complete without a proper appraisal of the 
situation concerning the problem of industrial finance. 
We shall now discuss the question of industrial finance in 
India. 

The capital requirements of industries can be classi- 
fied into two categories : Block or fixed capital and work- 
ing capital. Block capital is required to finance [fixed assets 
such as land, buildings, machinery and other appliances 
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of a durable and permanent character, and extensions 
*and replacements in case of established industries working 
.capital is necessary “for the purchase and working up "of 
raw" materials into finished products, for stores, ' for 
expenses incidental to the marketing of products, for financ- 
ing outstanding operations in respect of goods supplied, 
and for providing the necessary funds for meeting day to 
day requirements.” Even a part of the working capital 
required is of the natiu'e of long-term finance because in 
case of every industry a minimum of investment will always 
be necessary for holding stocks and( raw material as well 
as meeting other needs of day to day working. 

So far as India is concerned the problem of industrial 
finance is only of recent origin. Before economic transi- 
tion from the old to the new order began to take place, 
Indian economy was faced with no such problem. Even 
after the emergence of modern industries in the n^dle 
of the nineteenth century, for a fairly long time the 
i ndustries d id not s uffer for lack of capital. The reason 
was not that the banking organisation of tire country wa s 
a perfect onh . but the fact that barring a few exceptions 
India had very fe\v developing industries in those days. 
It was a period of industrial stagnati on in the country. 
Our old handicrafts had succumbed to th6 gi'owing compe- 
tition of the foreign imports and our political subjection 
disabled us from taking any defensive measure for safe- 
guarding the interests of the masses. In a way we were, 
as ^ve are even to this day, helpless visitors of a disas- 
trous situation of ec onomic ruin an d__.destitution that was 
forced on us by an alien rule. With the beginning of 
the present century, however, the situation underwent 
a change. The Swadeshi movement of 1f)05 nppnpHI “thp 
flood gates of Indian enterprise,-” and the question of indus- 
trial finance came to the front. The problem assumed far 
greater importance during the period that followed the last 
world-war and- it still remains in an unsolved condition to 
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a great extent. Various commissions and committees 
that investigated into the economic conditions of the 
country discussed the problem of industrial finance as ivell. 
It was now more than clear that tlie country was faCc to 
face with a real problem of industrial finance. 

Before we are in a position to comment on the defects 
of the existing system of industrial finance in the country 
and suggest suitable remedies for future, it is important 
to subject it to a critical analysis and examination. We 
shall first see how the capital requirements of industries 
in India, both in the matter of Block capital as well as 
Working capital, are met at present. 


So far as fixed capital is concerned most of the major 
industries ^ave obtained it in one or more of the following 
ways: (i) by public or private ^bscription of shares or 
debentures of the undertaking; (h) by direct deposits; {in) 
by providing money on private account by an individual 
or partnership. The importance of these various methods 
varies from industry to industry, but on the whole the 


general remark can be safely made that the te ndency in 
recent years has been to rely more and more on public or 
private subscription of shares and debentures for securing 
block capital. Not only ordinary shares but even pre- 
ference shares have been issued and debentures have also 


supplemented the capital so raised, specially in the jute 
industry. Another healthy development in this connec- 
tion has been the splitting up of shares into those of smaller 
values so that even the small investors may find them ivith- 
in their capacity. Ciases where direct deposits^ provide the 
fixed capital are not, however, rare. The cotton mill, 
industry of Ahmedabad deserves special notice in this 
connection. The method of providing money on private 
account by an individual or partnership was much in 
vogue before the advent of the joint-stock principle, and 
even now it is prevalent in case of newer ventures as sugar, 
some mining enterprises, paper, match etc. This has 
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been to some extent necessitated by the pioneering character 
of these new lines of industrial acthity. 

Coming now to the working capital, we find the same 
case of a variety of ways being employed to secure it. 
Broadly speaking there arc four sources of getting working 
capital, (i) public deposits, (it) private deposits or money 
or private account provided by the enterpreneurs, their 
friends and the managing agents, (lii) advances by indi- 
genous bankers, (iv) and loans from joint-stock banks. 
The system of public deposits prevails almost solely in the 
cotton ^textile industry of Bombay and Ahmedabad, par- 
ticularly in the latter. These deposits are for short- 
periods, usually for six months or a year. The great ^veak- 
ness of this system is the danger of a sudden withdrawal 
of money in times of stringency, when the need for the 
funds is the greatest. In recent years there has been a 
tendency at Ahmedabad to deposit funds for comparatively 
long periods, from five to seven years. This of course 
makes the danger of sudden withdrawal more remote, but 
still the system is unsatisfactory' inasmuch as it hinders 
the development of an investment market by restricting 
the supply of good industrial securities, shares, debentures 
etc. available for an ordinary investor.” 

The second method is prevalent in all the medium 
sized and comparatively new' enterprises, and possesses 
certain advantages. Bifst, the danger of sudden with- 
drawal is absent in this case because those who advance 
funds are also interested in the success of the concern, 
^'econdly this is the only source of getting money for such 
medium sized and newer enterprises as proper banking 
faeilities for them are still more or less non-existent. 
^Castly these private deposits are of great help in times of 
, depression when banks follow a more consen'ative policy 
even in regard to more solvent concerns. But the system 
is not TOthout its defects. It sometimes m eans too mu ch 
burden on a firm of managing agents which has upon it the 
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responsibility of financing a numb er of concerns. ^ Then 
it al^hi nders a p r oper development of investm ent market. 

So far as financing by indigenous bankers is con- 
cerned, \ve may safely say that it is only undcr-capitaliscd 
or small concerns in some of the newer industries as paper, 
sugar, match etc., which depend upon them because they 
have hardly any other sources to fall back upon. Though 
the importance of this type of industrial finance is on its 
decline, yet some enterprises have no other alternative 
than to resort to it. That is a reflection on the inefficiency 
of our joint-stock banking organisation and the 'Capital 
marker. 


Last of all rvc have the joint-stock banks including 
the Imperial Bank of India which are also a source of 
providing working capital to oitr industries. The genera l 
feeling in the country about these banks is that in the matter 
of industrial finance they have followed an unnecessarily 
conservative and rigid — policy.- Before the establishment 
of Reserve Bank of India, the Imperial Bank of India 
acted to some extent, as the Central Bank of the country 
and as such its activities were hedged in with certain re- 
strictions. Though some of these restrictions, such as giv- 
ing no loan or advance for a longer period than six months 
or upon the security of its own stocks or shares or on the 
original security of inmovable property, still continue, 
yet the Bank in all other respects is now as free to act as 
any other commercial bank of the country. Naturally, 
thereforej3s_ih£.4u:£mkrjamiinetcialJ3ank_xi£-the country 
with a highly qualified and efficient staff and Jarge re- 
sources at its disposal, die bank was expected to follow a 
more liberal policy towardsThelndustries.~ir^u^^ have 
Trarted-^lTTnakmg^^^ of the financial needs of 
various industries and also commenced doing the German 

type* of mixed banking. But it is regrettable to find that 

• • - - — . - - ■ - _ 

♦Refer to the Section on Joint Stock Banking, 
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tile bank has so far done practically nothing in the matter. 
Obviously much cannot be expected in this connexion 
by smalle; concerns with limited resources and a staff 
not qualified to cope with the job. The situation can be 
improved if the other leading Indian joint-stock banks 
that possess the requisite resources in men and money 
take the lead. And in our opinion it is their duty to take 
this lead in the interests of the nation’s economy. 

Here it w'ould not be out of place to give a brief 
account of the Germa n system to have a correct under- 
standing of it. It is a fact that there has existed a close 
✓Relationship b etween the Germ anJBanks-and-the — ^German 
Indu stry. The banks are not any special banks but the 
ordinary commercial banks doing usual banking business. 
This close relationship arose out of the necessities of the 
situation about the middle of the nineteenth century when 
Germany launched on a programme of industrializing 
the country. Those who had funds neither themselves 
liked to take to industrial enterprise nor were prepared to 
entmst their money to others who were ready and able 
to do the job. Thus ind ustry suffered from a shortasc e of 
c apital, not absolute but misdirected . And ba nks had 
to intervene to solve the riddle. They commanded the 
confidence of the investing classes, received funds from 
them and then diverted them towards industries. Thus 
arose the close co-operation between banks and industry 
in Germany. 

This relationship between a bank and its customer 
industry is three-fold. First is the current account rela- 
tionship, and the average German firm depends to a re- 
markable. extent on this arranegement not only for its 
working funds but also for permanent assets in anticipa- 
tion of recourse to the investment market. The second 
important connection arises in the matter of promoting 
companies and equipping them with . capital. A mimber 
of banks form an association called a syndicate or kon- 
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sortiu m and the shares of t hejaew-companv a re, take n up 
by the members which after som etime^are res old to the 
i nvesting pub lic. Thus lasting participation in industrial 
undertakings is never their general policy. The last con- 
nection lies in the fact that banks get a representation o n 
the Board of Supervisors of an industrial undertakin g, 
t hus g ettirig_aD— o_p. portu nity_tO-safeguard-their-inter.ests and 
i nfluen ce the policv^^ t he firm accordingly. The reason 
underlying the success of the German banks in this matter 
has been the important fact that every line of a German 
credit bank is self-balancing. The short-term depositors’ 
funds are not generally invested in long-term finance 
which is thus restricted to the amount of capital and reserve 
of a bank. Whatever locking up takes place, the risk 
involved is distributed between a number of banks and is 
at the same time mitigated by keeping secret reserves. 
The system has certain advantages such as companies 
get expert financial advice and investors obtain a large 
measure ol security through the active intervention of 
banks. But the corresponding disadvantages should not 
also be over-looked. This intermingling of finance and 
industry has adversely a ffected the importance of the small 
invester as well as industrial firms of moderate means 
have also Ibund their freedom of action curtailed. Banks 
have also encouraged industrial combinatio ns. Then, 
the bank’s anxiety to finance industries out of nation’s 
liquid resources has naturally produced a disturbing effect 
oh short- period credit and the de mands of trade have 
suffe red. The post-war developments have, however, 
brought about a little change in tire direction of the German 
banks being less bound up with industry than before.* 
Tliis -was partly the result of increased power and indepen- 
dence of industry as against bank owing to war profits,’ 
partly the weakness brought about in bank’s position due 
to inflation of mark rvhich was never fully made up, and 

*TlKSf remarks apply to pre-Hitler Germany. ~ ~ 
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partly also the result of recognising the greater vulnerabi- ' 
lity of mixed bankings. In spite of aU these dra^vbacks, 
it cannot be denied that mixed banking of the German 
model has helped much the industrial development of the 
country and it is desirable that a start should be made in 
India also by big banks with adequate resources and 
efficient and capable staff. 

In addition to the want of a forward policy on the 
part of tlie Indian' joint-stock banks, another grievance 
against them has been in regard to the conditions on Avhich 
they generally lend*. It is complained that banks in 
I ndi a as_ in pffier countr ies do not lend o n tlie person al 
security of the borroiyer only. This rigidity is not desirable 
indeed, but to put an end to it not only banks have to 
change their attitude, but eve n tlie bon~owe .rs also. 

All reaso nable mquiries to ascert ain ._the f inancial 
p osition of the borro\ver must be a ns^vered without any 
I ntch .Q/The tradition of the Presidency Banks and of the 
Imperial Bank of Indil^he meinory_ofunfo|tunateJ2ankiug 
failures making banks more cautious, and th^)readiness 
of the managing agents to give guarantees — all these factors 
have been responsible for this rigidity. The develop- 
ment of a bill ma rket in the country" as ^\•ell as the use of 
wareho use recei pts granted by licensed warehouses against 
goods deposited -with them would ako go a long Avay in 
^ohdng the problem of industrial finance in the country". 

^ In the shape of commercial bills or warehouse receipts banks 
^vould have a good security to advance credit. 

No sur\"ey of the existing agencies of industrial 
finance in India would be complete ^rithout a reference 
to tlie part the managing agency firms have been pla5"ing 
in this respect. The financial assistance tliey render to 
industries under their control is botli direct , and indirec t. 
jXo^nl)" t liey _give direct loans, ffij l also purchase shares 

♦See the Secton oa Joint-Stock banking. 
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and debenuturcs of the com panies. Indirect assistance 
often takes tlie form of giving necessary — g-uarantccs- to 
ba^s, and direct deposits to industry by public or purchase 
of shares and debentures of a company arc also affected 
largely by the consideration as to a firm of managing agents 
of repute stands behind a particular firm or. not. A firm 
without such a backing naturally feels handicapped, es- 
pecially if it is a small and newer type of concern. This 
dependence of firms on the managing agents in matter of 
finances is not a desirable feature. But unless alternative 
sources of Capital supply develop, the system will 

persist irrespective of our likes or dislikes for or against it, 

1 

So far we have confined our attention to the already 
existing agencies of industrial finance and suggested im- 
provements in their working. Let us now study the problem 
from the viewpoint of establishing new institutions follow- 
ing the examples of other countries. 

One such suggestion 'concerns the establishment of. 
some i nstitutions., to study them infi -nLin yestors and-help 
an d guide them in the matter of m aking.-_inyestmcnts. 
The underwrite rs in England and America and synd i- 
cates in Ge^any perform this useful business and their 
rapert knowledge and financial strength inspire the con- 
fidence of the investor ‘and lead to the eventual success of 
a promotion. In India there have not existed such expert 
o r.s:anis ations, though managing agents may bc'said to have 
done the job to some and very imperfect extent, There= 
foie, establishment of new institutions is strongly advised. 

- One such institution can be of the form of a Board of 
National Investment either as a department of the Reserve 
Bank of India or as a separate body. Another such in- 
stitution is the Investment Trust Company on the British 
or American model. Before deciding about its suitability 
or otherwise to Indian conditions, it is necessary to form a 
correct idea about them first. These institutions become 
popular in Britain in the eighties of the last century. They 
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raise capital from the public by selling stock to them which 
is then re-invested in a^ number of securities. Thus a 
continuous process of investment and re-investment goes 
on. “Spread of risk is its basic ideh, and one unit of its stock 
would buy a stake in anything from 20 to 2,000 different 
stocks, stores, bonds, debentures, and whht not in a number 
of companies.” Efficient management with an eye upon 
the varied securities' sold and purchased in a market is 
the back-bone of its success. The post-war (1914-18) 
years saw a decline of these Trusts. The complexity of 
economic phenomena made such a heavy demand on the 
after all fallible human ingenuity that it could not cope 
with them. This led to the rise of a new institution in 
Britain knoivn as the Fixed Trust. It was borrowed from 
America. In tliis institution (the first of its kind was 
established in 1931 in England) spread of risk is assured as 
in tli'e case of the Investment Trust but its management 
is not left to the caprice of an indi\ddual manager or group 
of managers. The securities in.which a Fixed Trust invests 
are fixed in number and are known to every member of 
the investing public ivho is given fiiU information about 
them. A unit of shares is selected by experts arid' is offered 
to the public. It is open to the investor to subscribe not 
to the whole unit but to sub-unit only ivhich represents 
a small fraction of the ivhole unit. The Trust is given a 
life of say ten to twenty years and a bank or an insurance 
company agrees to act as a Trustee on specified conditions 
during the life of the Trust. The sub-units are issued by 
the trustee and the di\ddends are also collected by it 
and then distributed ' to the individual . holders of sub- 
units. The movement has beco me very popular in En g- 
land and has meant a great opportunity t o the_small_in= 
vesto r. So far as the utility of both these institutions for 
India is concerned, it need not be over estimated. They 
are bound to help industrial enterprise in the country by 
guiding investors and instilling confidence in them; but 
beyond tliis they cannot go. A few institutions on the 
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model of Investment Trusts have already been started in 
India. So me Issue and Fin ance houses have also been 
established in Bombay and Calcutta which undertake the 
underwriting of securities. 

For solving the problem of Industrial finance in the 
country, the suggestion of estabhshing specialist institu- 
tions has also been made from time to time. T he Ind us- 
t rial Comm issirin aq wp.ll at; the^ Central* Ba nking Enqu iry 
C ommittee also emphasised the Jieed for_ such=^n-institu- 
tion. The Central Banking Committee, for example, 
recommended the establishment of a Provincial Indust rial 
C orporation for every province with branches, if necesa ry, 
and with capital initially or permanently supplied by the 
Provincial Governments concerned. The Government 
may also purchase the debentures issued by the corporation 
or guarantee interest on them. It may receive long-term 
deposits also for not kss than two years. The Government, 
so long as its interest and liability continues, should get 
representation on the BoaY-d. of Directors. The business 
of the corporation should be to provide long-tei'm capital 
to . industry. Regarding the kind of industries that the 
corporation should help the B'anking Committee did not 
like to fetter the judgment of the Provincial Government 
concerned. It only remarked -Jhat the enterprise to de- 
serve help should be “ of the benefit to t he public-and add 
_t o the productive po^ver df the pr ovince and provide em- 
pl pymcnt for its p eople.” / To co-ordinate the work o^ 
the various corporation an ^All In dia TnHnstr-ia D Cnrpnratin n- 
may also be brought into being. In the matter of establish- 
ing such state-aided institutions for the purpose of providing 
industrial finance, steps have already been taken in the 
United_Provinces and Bengal. The Industrial Corpora- 
tion of the United Provinces, and the Industrial Credit 
Coiporation of Bengal are the two examples of such state- 
aided institutions. Both of diese corporations ho wp^/pf 
ai m at helping smalfsca Telna^^st^ nnly 
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Another attempt on the part of the state to help 
industries financially has been made in a number of 
provinces by enacting what-ls kno\m as a s tate-aid-t o 

i ndustr ies Act. The Madras Government was the first 

^vhich passed such an Act in 1922 and thereafter a num- 
ber of Provinces have followed the example e.g., Bihar and 
Orissa, 1923; Bengal, 1931; G.P. 1934-; and Punjab 1935. 
The forms of state-aid to industries in all these cases have 
been more than one such as granting a loan, guaranteeing 
a cash credit, oyerdraft or fixed advance ^vith a Bank, sub- 
scription of shares or debentures or both, guaranteeing of a 
minimum return on part of the capital, supply of machinery 
on hire-purchase basis, and grant on favourable terms 
I of land, raiv material, firewood, water, ser\dces of experts 
and Government seiwants as well as pa^Tnent of subsidy 
for tlie conduct of research or the purchase of machinery% 
So far as the results of the working of these State-aid to 
industries Acts are concerned, it must -be admitted that 
they have been uniformly unsatisfactor)^ Generally the 
concerns that have been helped have not been in a posi- 
-tion to repay the amounts lent; tliey have also so often 
failed to sur\dve as successful enterprises. The causes 
of this failure are several. Unplanned investments, ivrong 
selection of industi'ies to be helped, absence of any proper 
distribution of risks amongst different kinds of concerns, 
bureaucratic tielay in the disbursement of loans, and the 
absence of a suitable and efficient machiner)'- to disburse 
public funds after careful investigation have been the more 
•important factors underl^’ing tire disappointing expe- 
rience -^s^e have had of these measures of state-aid. There 
is one more point that deserves mention in this connection, 
and it is the fact that these state-aid to Industries Acts 
were launched during a period of-se.vere depression and 
therefore tlie unsatisfactory' record of state-aid concerns ^vas 
not any pecuHarity of them only. This leads us to the 
further conclusion that merely on the basis of results 
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achieved by these Acts, no conclusive opinion about state- ' 
aid to industry can be formed. Because there is every 
reason to belicv'c that under favourable cireumstanccs 
better results would be obtained. 

So far we have not only analysed the present 
position but also discussed the several suggestions made 
to improve it in relation to industrial finance in our countiy. 
It remains for us now to arrive at certain definite con- 
clusions -in the matter. It would necessitate the summing 
up of the whole position in a clear cut ivay. IVc have seen 
that industries require long-term finance to meet their 
demands for initial capital, future extensions, replacements 
and development including rationalisation, and for that 
minimum amount of working capital \vhich \vill perma- 
nently remain invested in the business in form ‘ of 
stocks, unfinished articles etc. Besides this, funds, arc 
required for meeting day to day expenses also which arc 
of the nature of short-period finance. The best method 
of providing initial capital for industries is by- u-ay of 
issuing share-capital for public subscription. It must be 
admitted that on the whole industries in India have not 
experienced any great difficulty in obtaining their capital 
in this way, though the problem has certainly been 
more acute in the ease of smaller concerns in- the 
larger industries and in the medium-sized and smaller 
business generally. This difficulty can be solved to some 
extent by a forw^ard policy on the part of our 
leading commercial banks which may follow their Ger-- 
man conferers in this respect. They may form syndicates to 
issue and under-write shares of joint-stock companies and 
may also subscribe to them in the beginning with a view 
to unload them afterwards. The establishment of such 
institutions as Investment Trust Companies or Fixed 
Trusts would also be of help in this respect. Regarding 
the provision of finances to new industry during the deve- 
lopment peiiod as well for extension, modernisation 
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and replacement for established industries, debentures 
have ahvays been an important source. Generally the 
initial share capital is -soon exhausted in meeting initial 
expenses such as “of acquiring land, setting up the factory, 
installing the macliinery, and providing other equipments, 
and little is left for the period of development. Deben- 
tuies, thcrefopc, arc axonvenient method to meet the shortage 
' of capital. But in India they have not been yery popular, 
h'lostly this has been so because banks in India have not 
looked upon this method of raising finance by joint-stock 
companies -with favour. Therefore there exists in the 
financial organisation of our country a very serious gap 
owing to the a bsence of a suitable machinery to prnviflp.- 
financ e to industry for extensions. replaremcTits and 
rationalisation as well as for develop mental period in case 
of ne wly started con cerns. As the posMvar history of 
industrial finance.in several European countries shows, the 
gap has been felt to exist in their cases also. It is exactly 
here that we feel -the necessity of setting up a specialist 
institution for the purpose which must also be state-aided. 
Let us discuss a bit in detail the t)q3e of such a state-aided 
institution for India. The Industrial Commission' placed 
before the country the model of the In dustrial Bank of 
Japan. For various reasons sucK a mixed institution as 
that of Japan ^vould hot suit our purpose. "We ^\■ant an 
institution specifically devoted to the financing of long- 
term needs of our industry on sound and well-proved 
lines which does not take upon itself the responsibility 
of doing any otlier kind of banking or investment business 
as the Industrial Bank of Japan does. Besides, the loans 
that it provides are also not long-term loans in the . true 
sense of tlie tenn, being limited as they are to a maximum 
period of ten years only. The post-war (1914-18) develop- 
ment in European banking has been associated vdth the 
rise of a special kind of institution knmm as the Industrial 
Mortgage Bank.' This -would prove, a better model for our 
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country than the Bank of Japan. Though even this in- 
stitution will have to be adapted to our special needs and 
requirements. Let us go into this question in somewhat 
detail. 

The first point is whether the institution should be 
established on an All-India basis or a Provincial basis. 
We have already seen that the Central Banking Com- 
mittee recommended the setting up of Provincial Corpo- 
rations. The strongest argument' that can be advanced 
in favour of provincial institutions is that they can better 
look to, their provincial needs specially of small-scale 
industries. But this advantage has also a corresponding 
disadvantage in the facFThat such an institution would 
always stand in the danger of falling a prey to particular 
local i nter est^ jmd--thouLj mutual rivalries and jenl misirs. 
There would be the further difficulty under this system of 
our not being in a position to plan the industrial develop- 
ment of the country from an All-India point of viciv as 
provincial interests would always predominate. Then 
a n All-India_institution is best fitted t o issue bonds. It 
would tonducc to both their security as well as marketabi- 
lity. It would' be possible for an All-India institution to 
distribute risks better and inspire greater confidence with- 
in and without the country. Keeping in view all these 
facts, therefore, ordinarily our verdict must go in favour 
of an All-India organisation. But taking into considera- 
tion the vast area of our country and the anxiety of safe- 
guardi ng tlie intere sts ot small-scale industries. _a comprn- 
mise hasbeen suggested according to which the most suit- 
j able -type for India would be “an All-India Bond Issuing 
I Institute and a number of Credit Granting Provincial Bodies 
affiliated to it but having no power of bond issues.”* 
This All-India institute would not grant loans direct to 
industries, but to Provincial ba nks which in turn would 

study^SpL""^ a detailed 
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lend to individual enterprises against the security (in 
form of mortgages) of industrial real estate, land, 
factory buildings, machineiy, plant etc. The loans must 
be for long periods, say up to the maximum limit of 20 
_ years.. The purposes of tlie loan should not be the pro- 
vision of initial capital by subscribing to shares and pur- 
chasing debentures of joint-stock companies, but to finance 
all schemes of re-organisation, extension, replacement, and 
rationalisation. Loans for developmental period are 
also included in the case of new industries. No kind of 
industry, small or large, new or old, should be excluded 
from the scope of these lending banks. In the matter of 
recovery of loans, the institutions must be granted certain 
special facilities and pri\dleges to facilitate realisation of 
their moneys, e.g., the claims of tlie banks must take pre- 
cedence over all other claims. The banks should not be 
permitted • to raise public deposits or gi-ant short-term 
loans. The funds of the All-India Instit ute -wo uld be 
raised in -svf^ys — by^4ss«HJg--shai:e=capitai_and_selling 

bond s.. The share-capital should be contributed partly 
by the Central gov ernment and partly by the various 
provi ncial institutions. Similarly the Government should 
also guarantee the bonds of the Central Institute. The 
capital of a provincial institute should be divided into 
two classes, say ^ and tlie former constituting 75% 
and the latter 25% of the total capital. The former i\dll 
be held partly by Pro-vincial Govetnment, partly by 
public and partly by banks and other institutional investors. 
The B class stock must be taken up by would-be borrowers 
say to the extent of 5% of their borrowngs. The 
Pro-vincial banks, will hand over to the Central Institute 
the mortgages of their industrial borrowers equal to the 
amount of the loan they receive. To ensure further secu- 
rity the principle of joint and several liability of the borrow- 
ers up to a particular extent should also be applied. 
For example provincial banks may be held severally and 
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jointly liable or 10% of the loans granted by the Central 
Institute, similarly the borrowers of the provincial banks 
may be jointly and severally responsible for loans of the 
latter to the former to the same extent. This then is in 
brief the outline of specialists institution that may be set . 
up in India for providing long-term finance to Indian 
industry.* 

Coming to the problem of working capital we have 
only to repeat what we have already said that co mme rcial 
b anks in India sho ul d Jbllow a more liberal pol icy. Be- 
sides this, it is also important to remember that the demand 
for a part of the working capital should be met from the 
initial capital which should be sufficient not only to meet 
initial needs of block capital but leave something for this 
purpose also. Funds raised through the issue of deben- 
tures can also be used for this. What improvements in the 
field of commercial banking in India are necessary from 
the viewpoint of industrial finance, we have already dis- 
cussed , 

Before we conclude our remarks on the problem of 
industrial finance in India, we must make some reference 
to a more fundamental aspect of it. All our foregoing 
discussion about industrial finance in the country has been 
made from the standpoint of making the best use of the 
existing resources of the country by the development of 
promoting investment facilities as well as investment habit 
and also by improving the efficiency of the country’s bank- 
ing machinery to make the best use of the existing sources. 
But the potentialities of. all these things are limited by 


*ln the war-end boom a large number of institutions, arose in India 
under the title of ‘industrial banbs. The Tata Industrial Bank (1917), The 
Calcutta Industrial Bank (1919) and the Indian Industrial Bank (1919) were 
Some of the important names in the lot. Most of these banks collapsed in the 
post-war slump. It was in fact a misnomer to call them ‘industrial banks’ 
and they not only conibined investment banking with Commercial banking, 
the latter predominating, but also financed from short-term deposits long- 
term finance. These banks in fact neglected all principles of sound banking. 
Therefore to draw any conclusions against specialist institutions on the basis 
of the experience of these institutions cannot be justified. 
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a more basic factor, the people’s capacity to save 
which in its tur n depends up o n their i ncome. For an 
all-round speedy industrialization of the country vast 
amount of capital resources would be needed, and India 
"^poor as it is may fail to supply the total need. For 
this three ways are open^ the increasing of peop le’s in- 
com e, ^nging in of foreig n capital , or adjusting the 
^tempo of industrialization, to our capital_r.esources. But 
pebj^e’s income would increase as our country becomes 
economically more and moi'e developed which includes 
within its scope industrialization as well. Thus indus- 
trialization would not only be the result of our capital 
resources but in its turn would also act as a very important 
casue of further enhancing them. And hence the process may 
continue. This shows the still more importance of indus- 
trial development of our country. So far as the question 
of foreign capital is concerned, we shall examine it in the 
following pages. 

^ Foreign Capital In ail discussions of industriali- 
zing the country, the question of foreign capital has 
occupied quite an important place. The practical import- 
ance of the question has increased all the more on account 
of the predominance of foreign capital that already exists 
in India. It was since the middle of the 19th century 
that the flow of foreign capital into India began and to-day- 
many of our important industries and business enterprises, 
such as banks, shipping companies, railways, insurance 
companies, tea and coffee plantations, mining com- 
panies, tanneries, jute manufacturing concerns etc., are 
carried on and controlled by foreign capitalist interests. 
The straight off issue before us is how far it may be in the 
interest of a particular country to import foreign capital 
for its , economic development, and what is the position 
of India in this respect 

The need for importing foreign capital in a country ' 
arises to supplement the inadequate internal capital resour- 
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cps- required for promoting the economic development of 
the country. If foreign capital can yield a rate of income 
which exceeds the stipulated rate of interest to be paid 
on it, and can be raised on terms more advantageous than 
those on which capital inside the country can be raised, 
then apparently a case is made out for importing the 
foreign capital. The greatest merit of such a capital lies 
in the fact that it helps the country to marcli forward 
towards its goal of economic well-being at a speedier 
pace. But as the country advances further and further 
economically, the need for foreign capital should also be 
progressively reduced. Thus in the course of time foreign 
capital works in the direction of minimising its own need. 
Foreign capital, however, has its danger points also, the 
most important of them being the creation of vested in- 
terests in the country which might run counter to the best 
interests of the nation. India offers a very good example 
in the case. Therefore, in respect of foreign capital we 
are driven to the conclusion that an unrestricted inflow 
of such a capital in any country can never be in tlie interests 
of that country. The Government, to safeguard the 
national interests, should lay down such terms and con- 
ditions which would, on the one hand, not give foreign 
capital any controlling hand in the economic affairs of the 
‘country, and, on the other, would procure all. the possible 
advantrages of such a capital. The following restrictions 
may prove helpful in this connection : Foreign companies 
should be incorporated and registered in India with a 
rupee capital, a part of the share-capital should , be reserved 
for Indian nationals, a certain percentage of the directors 
should be Indians, and lastly facilities for the training of 
Indian apprentices should be provided. How far these 
restrictions would really succeed in the achievement of 
the objectives they have in view cannot be judged in a 
• priory manner: It is only by a process of trial and error 
that we would be in a position to evolve actually effective 
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regulation of foreign capital. But a beginning should be 
made in this direction. 

To take the case of India specifically. The view 
that India possesses vast untapped capital resources cannot 
be rejected straight off on the ground of our proverbial 
poverty. Because recent experiences in the matter of 
raising capital by protected industries, concerning the 
large outflow of gold since 1931, and investment in 
Government securities as well as the increasing volume 
of deposits in banks, co-operative institutions and post- 
offices are quite encouraging. Therefore in relation to 
thfe present rate of industrial advance internal capital may 
be regarded as sufficient, but to meet the needs of a large 
programme of industriafization our internal resources 
may prove inadequate. In that case the need for im- ‘ 
porting capital may have to be faced. In such a case 
all necessary restrictions must be imposed on its import. 
To arrange for such an import and allocating the resources 
to state as well as private financial institutions, a National 
Investment Board should be set up. The Government 
should also ensure tliat beyond guaranteeing interests 
on the capital, no further liability is incurred*. The 
restrictions should apply not only to new imports of capital 
but also to existing foreign capital so as to make it really 
useful for the nation. Here an important point must be 
referred to. Under the Act of 1935, India cannot enjoy 
real fiscal autonomy. On terms of reciprocity, which in 
practice have little meaning as betvveen India and England, 
discrimination against British capitalist interests would 
not be permitted. This may very -well prove a strangula- 
tion for the development of our national industries. The 
only permanent and effective remedy for this is the rejec- 
tion of tlie constitution of 1935 and the establishment of 
a truly national government in the countr)\ As we have 
seen on so many occasions, here also we are faced wth the 


*Indnstria!ization : Oxford Pamphlets or Indian Affairs. 
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same problem of our political emancipation that must 
precede the emancipation of our national life in its all 
the other varied departments. That is the first hurdle 
that must be overcome. 

Before we close, there is another very dangerous 
development that has been taking place recently in our 
country, a reference to which is highly necessary. To 
take the advantage of the state protection to Indian industry, 
foreign business concerns have begun to establish their 
manufacturing subsidiaries registered in India by adding 
to their original name the words ‘India Ltd.’ Lever 
Bros. India Ltd., Dunlop Rubber Go. India Ltd,, Bata 
Shoe Manufacturing India Ltd., Good Year Tyres and 
Rubber Go. India Ltd., are a few examples in the point. 
To give their concerns a Swadeshi garb, they give a seat 
or two to Indians also on their Board of Directors. 
Their competition to home concerns is a fatal one. Hence 
it is urgent that very effective steps should be taken by the 
Government to check this growing menace after a careful 
investigation into the problem being made. Imposition 
of a special excise duty equal to the amount of protection 
can be one way to check this great evil. 
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The rise of wage earning class in India ; — Except 
for tlie caste system ^vhicli was itself socio-economic in 
origin and divided the people into different industrial 
classes, tliere did not exist in' India any wage earning class 
■before. ^Yith the gro^vth of modern industrialism in 
India such a class came into existence. 

The decline of craft industries, which supplemented 
the agricultural income, and the decrease in the size of 
farms due to tlie gro^vth of population \Uthout a corres- 
ponding growth in agricultural land have made it necessary 
for a large munber of cultivators to hire themselves out 
not only for a part of their time, but a large permanent 
landless wage earning class has appeared which seeks to 
earn his litdng by hiring his labour. 

The demand for labourers came simultaneously with 
tire British in India. Indigo, Tea and Coffee plantations 
were established and drey required an increasingly large 
number of labourers. The abolition of slavery' in British 
colonies in 1834 ^vas followed by a great demand for 
Indian labourers in tlrose colonies to develop them. Soon 
after modem industries like rail roads, collieries, cotton 
and jute factories were established. In the beginning 
factories, workshops, coal mines and plantations found 
it difficult to get sufficient labourers. But gradually the 
pressure of population went on increasing and a grotsung 
number of rural population were forced to leave their 
ancestral homes for factories and plantations. Formerly- 
the factory owners had to send their recruiting agents to * 
far off rural areas for recruiting labourers for their respec- 
tive factories and paucity of labourers was a standing 
trouble in industrial centres. But now witli the excep- 
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tion of Tea plantations of Assam the situation has changed. 
The" labour market has shifted from village to the very 
factory gates and more persons offer themselves than can 
be absorbed by the factories. So that workers have to^ 
purchase their appointment by bribing low officials. 

Though during the last three decades there has been 
a rapid development of industries in India, Iron Steel cement, 
match, sugar, paper, glass, and. leather besides jute cotton 
and coal already existing developed. But these indus- 
tries also could not give employment to the rapidly increas- 
ing wage-earning class in India. 

It has been estimated by competent authorities that 
the total figure of workers employed in “organised labour” 
may be taken as 4 to 5 millions. This includes all the 
workers of factories, plantations, mines, railway workshops. 
Dock-yards, water works. Electric Supply Companies etc. 
About the half of the factory .population is concentrated 
in the manufacturing areas of Calcutta and Bombay while 
up-country industrial centres like Ahmedabad, Sholapur, 
Gawnpore, Jamshedpur, Madura, Coimbatore, Madras, 
Nagpur, Delhi and Lahore account for a great part of the 
rest. The coal fields of Bihar and Bengal and the planta- 
tions of Assam and the extreme south of India are natural- . 
ly the centres of mining and plantation population 
respectively. 

The Agricultural bias ; — The factory labourer 
in India is mainly drawn from rural areas. Here lies 
the difference between the factory labourer in the west, 
and the Indian factory worker. The former is drawn 
mainly from urban bred population. It has been said 
that the Indian industrial worker is an agriculturist by 
•temperament and factory worker by necessity. The 
Indian factory worker are nearly all migrants. Strangely 
this migration from rural areas is not a permanent one. 
It is a temporary transfer and the worker continues to 
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fegard his village as his home. He cherishes the hope 
of returning to his \allage now and then and anxiously 
Waits for the day -when he will finally leave the factory 
and ultimately go to his native village. During his stay 
at the industrial centre he regularly pays visits to his 
%rillage. The worker’s contact with the village is close 
and constant in great many cases while wth' a fe^v it is 
more psychological than real.-- 

This does not however mean that the Indian factory 
tvorker is essentially an agriculturist as some writers and 
even employers think. The fact is that they have had 
village upbringing, they have \dllage traditions, and they 
retain contact -with their \dllage. The number of factory 
workers w’ho have a direct interest in agriculture is far 
fewer than is supposed though large numbers of them keep a 
home and members ^of their family in their village, remit 
a portion of their -wages there-and retui'n there periodically. 
Even where tvorkers live with their families they look to 
some village as there home. In the seasonal factories there 
is an intimate connection betw^een industrial and agri- 
cultural work, in the collieries too, there is a substantial 
class directly interested in agriculture. But the peren- 
nial factories -which offer work throughout the year 
command a gro-wing number of employees w'ho are more 
or less dissociated from the land. But all the same they 
have village ties and look forward for the day when 
they wdU finally retire to it. Those who look upon indus- 
trial centres as their home are a very small percentage of 
total labour force. 

The reason -why the labourer does not permanently 
stay on in the industrial centre is the absence of any 
attraction for him in the city. He is pushed towards the’ 
industrial centre and not pulled by it. 

Causes of Migration Owing to grow^th of popu- 
lation, decay of cottage industries, there is very hea-vy 

12 .1 
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pressure of population on land in villages and the diffi- 
culty of finding an adequate livelihood in one’s native 
place forces him to migrate. Social disabilities of those 
who have been out-casted and that of the untouchables 
also force some to migrate. . But city in itself has no attrac- 
tion to the villager. Therefore he comes back to his village 
when he retires.'^ 

/ 

Advantages and Disadvantages of temporary 
stay : — Such contacts with the village, while they exercise 
an enormous influence on the health and the outlook of the 
worker. His contact ^vith the village enables him to keep 
better physique, and makes his outlook wider. It provides 
a sort of unemployment and sickness insurance, and a 
stay-by in times of strikes. But it has the disadvantage 
from the industrial point of view of being responsible for 
the large amount of turnover, the low efficiency, of the 
labourer, and the slow progress of tr^de union movement. 
To the question whether effort should be directed towards 
building up an industrial population divorced from villages," 
or whether the existing contact should be maintained and 
stimulated, the Whitley-Gommission has given a clear 
verdict that the link with the village is a definite asset and 
should be encouraged and regularised. 

In case large scale industries are decentralised and 
established in rural areas besides other economic ad-* 
vantages this change will do away with the disadvantages 
of migratory labour population and will secure even to a 
greater extent the advantages of village connection. 
Housing, industrial unemployment and such other prob- 
lems wll then be easily solved. 

Recruitment of labourers -So far recruiting 
is concerned recent years have seen a great change. The 
labour market has shifted from the village to the factory 
gates. But this has not meant the assumption by the 
employer of direct responsibility for the engagement of 
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his own workers. This duty is still left to the intermedia- 
ries and specially the jobber. Tliis jobber is one of the 
most remarkable features, of the Indian factory system. 

Jobber;— The jobber in the factory is primarily 
a chargeman responsible for the output in his department 
and the supervision of the workers under him. Employ- 
ment, dismissal, leave, promotion, or transfer, to a better 
job are practically under his control. He also acts 
sometimes as a mechanic and generally assists the un-skilled 
worker. Many jobbers follow the worker even further 
than the factory gates, he may finance him and he may 
also be the owner of houses in which the worker lives. 

But the most important duty %vhich the jobber 
performs is the ^vork of an intermediary between the em- 
ployer or manager and the workers. The jobber has 
become an indispensable link in the chain of officials. If 
there is trouble of any kind jobber’s co-operation is essential 
for the restoration of normal conditions. 

■\Vhen a villager arrives in tlie city in search of 
employment he has to purchase a jpb from the jobber. 
Even to get employed as a substitute is not easy, the jobber 
must be paid. The jobber is not the only one to be satisfied 
there are other clerks as well. Bribery is rampant in Indian 
factories, raihvay, -workshops, and other establishments. 

The Royal Commission on labour paid a great deal 
of attention to this problem of bribery and suggested 
that jobbers should be excluded from the engagement and 
dismissal of labour and suitable labour officers must be 
appointed to carry on this function. The labour officer 
must be directly subordinate to the general manager. No 
body should be appointed or dismissed by any head of the 
department but tlie matter must be referred to the labour 
officer. But tliis recommendation has been totally 
ignored. To -weaken a trade union, to smash a strike the 
employers depend upon tlie support of the jobber at every 
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Stage. How can they be expected to eliminate one who 
if unscruplous is very helpful. Even to-day the jobber 
rules supreme in most of the Indian factories. The 
Bombay Textile Labour Committee (1940) also emphasised 
the need of complete dissociation of jobber from the work 
of recruitment and dismissal as it leads to corruption and 
bribery in the factory. 

The method of recruitment mentioned above obtain 
in most of the perennial factories and within recent 
years owing to the rapidly increasing pressure of popula- 
tion on land in seasonal factories as well in varying 
degrees. But the labour for the plantations, mines, and 
large public works has still to be recruited through con- 
.tractors and, overseers known in plantations as ‘Sirdars’ 
in the north and ‘kanganies’ in the south. 

Tea Plantations :--Recruiting labourer is an 
an expensive item for the tea industry about Rs. 84 per 
adult and Rs. 64 per soul. The Planters send sirdars to 
recruiting areas for securing labourers. Serious abuses 
have occurred in regard to the recruitment of labourers. 
But now the old acts have been repealed which gave 
tremendous power to tea planters over the labour. 
Under the existing act — ^Tea District Emigrant Act of 
October, 1933 a controller of emigrant labour is appointed. 
He is invested with the powers to safeguard the interests 
of the workers. According to the act a worker and his 
family are entitled to repatriation at the expense of the 
planter. The period of service which entitles the worker 
to this privilege is 3 years. It can be curtailed for ill- 
health or some other special cause. Certain areas from 
which labour is recruited are notified as “controlled 
emigrant areas” (Bengal, Bihar, Orissa, G.P., Madras and 
U.P.) Licenses are granted to local forwarding agents 
for recruitment in the controlled areas which are liable 
to forfeiture if abuse of law can be proved against him. 
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Seamen: — Shipping- in India is a monopoly" of 
European concerns. They get labourers recruited through 
shipping brokers with Government Licenses. This sys- 
tem leads to several abuses. Bribery is rampant, the 
problem is that there is a large body of un-employed sea- 
men. In Bombay only one-third of the total number of 
seamen gets employment .at a time. In Calcutta in the 
percentage of those who can get employment is stiU less. 
The Government of India appointed a committee of en- 
quiry to enquire into the system of recruitment of sea- 
men in 1921. The committee reported that an employ- 
ment bureaux should be set up to obtain for the workers 
continuity of employment and relief from bribery which 
was wide-spread and serious. Owing to the opposition 
of the shipowners orders were issued only in 1929. 
Licensed brokers and other intermediaries have not been 
abolished though in theory their powers have been 
curtailed. This has not improved the lot of the sea-men 
at all and bribery is as much prevalent to-day as before. 

Mines : — Recruiting of labourers in Indian mines 
is carried on by ‘Raising Contractors’. The Royal Com- 
mission on labour condemned tliis practice and suggested 
direct relationship bet’ween the colhery managers and the 
workers. But the ‘Raising Contractor' still flourishes’. 

Public Works : — ^The Pubh’c Works Department, 
Municipal Boards, and District Boards, all employ a 
large number of labourers through contractors. Their 
lot is very hard. They are paid very loiv wages and are 
made to work for long hours. The Royal Commission on 
Labour recommended that actual wages to be paid to the 
worker for different kinds of work should be specified 
in this contract and children below the age of 12 should 

not be allowed to work. 

« 

In carpet manufacturing ' and Bidi making the 
practice has , been Mdespread of pledging child labour 
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against advances of money to tlic parents. Even tliough 
laws have been made to penalise it the practice persists. 

The basic difficulties in solving this problem of ex- 
ploitation of workers are scarcity of employment in rural 
areas, social causes, and the appalling illiteracy and 
ignorance of the workers. Unless social conscience has 
been roused to the terrible exploitation of the worker and 
the employers take drastic action this exploitation can 
not be stopped. 

t 

The need of Indian industries is a better method 

O 

of recruitment of labourers so that the industrial efficiency 
be raised by the recruitment of better types of labourers. 
Not only a better method of recruitment is essential but 
some arrangement for giving technical training to the 
worker is also very much called for. 

Unemployment Two factors hitherto operated 
to protect industrial workers against the dangers of long 
period of illness. In the first place the rate of turnover 
involves the creation almost evciy month of a large number 
of vacancies, so that ordinarily the \vorkcr ^vho is out of a 
job need not long remain unemployed. But this turnover 
attracts the industry an unnecessarily large numbers. The 
second factor is the steady growth of industry.- 

In spite of this unemployment has existed among all 
the industries in India with the exception of Tea industry 
and to some extent in coal. During pre-war years un- 
employment became acute. But as the factory popula- 
tion is made rather than the question is mainly one * of 
preventing the number of city workers being s\vollen by 
men for whom there is no work. 

Regularisation of employment by giving leave to a 
worker with or without pay and providing a little bonus 
or provident fund after an approved service, or any such 
other measure will go to check tlie rapid turnover in the 
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factories and it %\41l also check an influx of •workers from 
villages svlio are not needed in the city. 

Measures such as these \sdli riot proxdde a remedy 
for any general unemployment resulting from periodic 
economic depression and therefore some people suggested 
the establishment of Employment Exchanges. But 
the Royal Commission on Labour did not favour the 
idea on the ground that under the present circumstances 
in India Employment Exchanges -will not be of much 
value. In their opinion rehef to the unemployed indus- 
trial labourers could be pro\dded on the lines of Famine 
Relief Insurance system in India. The essence of this 
s-ystem is that schemes of work for workless may be 
prepared beforehand by the corporations or trusts such 
as slum clearance roads, and drainage construction 
in the industrial centres and once it has been estab- 
lished that there is serious unemploymient among the work- 
ers these schemes may be taken into hand. The Royal 
Commission on Labour also rejected the idea of xm- 
emplo'y'ment insurance for India because in their opinion 
it could not be worked successfully in India as data is not 
available. 

Employment Exchanges But it seems that (after 
Labour Commission) the Offical opinion has undergone a 
change and experiments are being made in this direction. 
The first Employment Exchange in India was established 
by Employers, Association of Northern India at Caxvuipore 
in 1938. The working of the said Exchange is as 
follows : — 

All unemployed xvorkers are registered and are given 
attendance cards x\ith instructions to attend at the 
exchange daily in the mornings. The majority^ of mem- 
bers of the Association drav/ their entire labour require- 
ments through this exchange. 'WTien the exchange receives 
indents of labour from factory management about 25 
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to 50 p.c. more workers than the numbers actually re- 
quired are forwarded so as to give management margin 
of selection. Registration is affected according to indus- 
tries and occupations. 

Sind Government has also appointed in March 194-1 
the Commissioner of Labour as Labour Exchange Officer. 
Names of unemployed workers are registered in his office 
and whenever vacancies are known to exist placc-mcnts 
are made. The Bombay Textile Labour Committee 
(1940) has also emphasised the need establishing public 
labour exchanges at Bombay, Ahmed abad, and Sholapur 
by Government for all industries including Government 
factories and workshops. After war Government proposes 

to estabish Labour Exclranges. 

EflSciency of Indian Worker : — The Indian labourer 

has been very much abused for his inefficiency. Mr. C. R. 
Simpson made a comprehensive study of the efficiency of 
the Indian and English operative in Madras and Lancashire 
Textile factories and came to the conclusion that one 
English labourer could do the work of 2.67 Indian labourers 
in the Cotton Textile industry. Sir Alexander McRobert 
remarked that the English worker is tliree to four times 
as efficient as the Indian. While giving his evidence 
before the Whitley Royal Commission on Labour Sir Mody 
said “In Japan a weaver minds six looms and efficiency 
there is 95 p.c. In China a weaver minds 4 looms and 
efficiency there is 80 p.c. In Bombay a weaver minds- 
two looms and efficiency is 80 p.c. Calculated on the- 
basis of Japan and China, a weaver in Bombay is paid 
between 200 and 300 per cent more than a weaver in 
China and Japan .” On the other hand, Sir Thomas 
Holland bears testimony to the superior efficiency of the 
Indian worker, “With Indian labour, you can tackle any 
industry for which the country is suitable. I have seen 
labourers at Jamshedpur who only a few years ago were 
in the jungles of the Santals without any education. 
They are now handling red-hot steel bars, turning out 



CHAPTER XIX 


97 


rails, wheels, and angles of . iron as efficiently as you can 
get it done by an English labourer,.” Mr. T. W. Tutwiler, 
formerly General Manager at Jamshedpur is of opinion 
that Indian labour can be trained to replace almost every 
kind of foreign imported labour. 

In estimating the comparative efficiency of Indian 
factory worker one should not lose sight of the fact that all 
the data showing comparative inefficiency of the Indian 
labourer has been either collected by Englishmen or by 
the capitalist, mill owners. In the first case tliere is a 
possibility of error due to race prejudice and in the second 
case the mill owners always like to prove that labourers 
work in India rather leisurely and are unsteady and in- 
efficient so that long hours of work are necessary and 
high wages cannot be paid. • Even the Englishmen who 
collected this ' data were either themselves industrialists or 
agents of mill owners. Thetefore their findings cannot be 
accepted as final unless some impartial agency does this 
calculation. 

Moreover the efficiency of labourer depends upon 
a number of fundamental conditions ■within the industrial 
organisation, conditions which differ in different countries 
and even in individual mills in the same country, to such 
a degree that comparison is very difficult. 

For instance it can be pointed ,out that the difference 
of output -was rather due to greater cheapness of • the 
Indian worker than • to inefficiency. In Lancashire it is 
ivorthwhile to put only one worker to 4- looms because 
you save 3 -workers -wages. But in India the wages are 
so small that it is not worthwhile to save that amount 
at the expense of running the looms at a loiver speed, and 
so the real difference between tlie efficiency of a Lancashire 
and an Indian operative is vei-y much overstated by the 
ratio of t\vo and t-^vo-thirds. 


13 
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Besides this the machinery used by Indian mills 
is not always up-to-date. The raw material used is 
inferior for instance cotton in India is of a short staple and 
of a course type. Conditions of work are very unsatis- 
factory inside the factories in India. In some industries 
like cotton textile and bidi making artificial humidifica- 
tion is practised. Long hours of work is another factor 
which should be considered in connection with the study 
of efficiency. All these go to reduce the output of the 
worker and therefore it will be wrong to compare his 
efficiency with those of other countries’ operatives. 

But whatever may be the proportion, the inferiority 
of the standard of efficiency in Indian mills as compared 
with that in the industrial countries of the west cannot 
be denied. There is no doubt that generally speaking, 
Indian labour is not efficient as it might be. 

Effects of Environments {—First of all unlike 
industrial workers in other countries, the worker here is 
brought up in a rural environment, and does not there- 
fore possess the keenness of mind and eye possessed by 
those brought up in an industrial atmosphere. That 
this is a remedial defect is proved by the skill and intelli- 
gence of Bombay and Calcutta operatives which were 
noted by the Industrial Commission and are obviously due 
to the fact that these centres were the first places of modern 
industries in India. Among the general factors which 
contribute to a lower efficiency is the enervating climate 
of the country which creates a strong disinclination 
to' manual labour. The weaker physique and lower 
vitality of the Indian worker which have made him less 
efficient have been ascribed by Major Norman White 
the former Sanitary Commissioner to the Government 
of India as due to Malaria, hookworm infection, kala- 
azar, and tuberculosis etc. Recent experiments have 
shown that the output of labour which has been treated 
for hookworm infection’ ha's increased by as much as 25 
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per cent, and this increase in efficiency has been accom- 

I 

panied by a reduction of disease of all kinds. A campaign 
for better pubhc health and sanitation has therefore to be 
initiated atonce, and that not only in the industrial areas. 
In rural areas ^vhich are the recruiting centres of labour, 
there prevail tlie same appalling conditions. According to 
Sir John hlega^v, fonnerly Director General of the 
Indian Medical Service, India has a poorly nourished 
population, only 39 per cent, of the population being 
considered fit to be classed as \vell-nourished, (2) the 
average span of life is less tlian half of ivhat it might be, (3) 
periods of famine or scarcity of food have been occurring 
in one \dllage out of ever)' five during a ten year period 
in which there has been no exceptional failure of the rains, 
(4) in spite of the excessively high death-rate (22.4 per 
miUe) the population is increasing (birtli-rate 35.5 per 
mille) much more rapidly than the output of food and 
other commodities, (5) motherhood is forced on girls too 
early in life, the maternal mortality rate is as high as 
24.5 per mille and the infantile mortality rate 170.5 per 
mille, (6) Epidemics of cholera, plague and smallpox 
are very much prevalent and, malaria is constantly present 
throughout the greater part of the cormtr)', (7) worst of 
all there is little evidence that the full gravity of the situa- 
tion is realised. In this connection the resolution of All- 
India Conferences of Medical Research workers is an eye- 
opener. The r^olution runs as follows : — ^The Conference 
believes that the average number of deaths resulting ever\' 
year-firom preventible diseases is about 5 to 6 millions, 
that the average number of days lost to labour by each 
person in India firom preventible diseases, is not less than 
. a fortnight to three weeks in each year, that the percentage 
loss of efficiency of the average person in India from preven- 
tible malnutrition and disease is not less than 20 per 
cent, and that the percentage of infants bom in India who 
reach a ^vage-eaming age is about 50 whereas it is quite 
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possible to raise this percentage to 80 to 90%. The con- 
ference believes that these estimates are imderestimatesj 

f' 

but allowing for greatest possible margin of error, it is 
absolutely certain that the wastage of life and eflicicncy 
which result from preventible disease costs India several 
hundreds of crores of inipccs every year. Added to this 
is tlie great suffering which affects many millions of people 
every year. 

Besides the weaker physique and lo\ver viladity of 
the Indian ^vorkcr due to causes noted above another 
important cause of his incllicicncy is his being illiterate. 
The principle of compulsory' and primary education docs 
not apply in India. Though the experience of Bombay 
municipality in Uvo labour \vards has yielded vciy encou- 
raging returns. The Whitley Commission emphasised that 
the industrial wards of municipalities have a special claim 
in the matter of introduction of compulsory education. 
But little has been done in this direction. Moreover 
there is no provision of technical training, to the worker. 

One of the special causes Avhich account for the 
comparative inefficiency of the Indian worker is the unduly 
long daily period of work. It is true that it lias been short- 
ened to 9 in the day by the Factory Act of 1934, but, this 
is too long for a tropical countiy and much of the ‘loitering’ 
of which the Indian worker is accused to-day and may be 
explained to long hours of work. The world demand to- 
day 40 hours week and recent International Labour 
Conventions are trying to give effect to these lower limit. 

Further the level of Indian wages is very low, and 
does not enable the worker in the lower income-groups 
to naeet even the . elementary needs of life. The monthly 
expenditure on food alone being 50 per cent, of his earnings. 
The standard of living of the Indian worker is very low. 
The houses in which he usually lives are very inventilated, 
and overcrowding is excessive. In fact he usually lives 
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in houses which are unfit for human habitation. He has 
no means of healthy recreations and tlierefore he takes 
to the habit of drinking toddy or country \vine in order 
to stimulate his exhausted body. At tlie Washington 
Textile Conference of f937 Mr. B. R. Bakhale argued that 
it is possible to improve wage standards in India ^vithout 
effecting the competitive efficiency of industry, pointing 
out that the actual labour costs in ^^^^rtiedhMd textile 
industry ^vhere wages are the highe^^rTlndi^j^e lo^ver 

than in the city of Bombay. S' ’'HU 8 (i? 

^ I I . ^ 

Remedy; — From the above desc^^on. of ,,tk^ causes 
of inefficiency of the Indian worker os^^^easily find 
that the ‘nefficiency of the Indian ^\'orker Hes not so much 
in any- inherent defects of character as in the nature of 
his material envi.onment. The improvement of efficiency 
can only be secured by a rise in the standard of comfort 
and'i an improvement in public health. These ends can 
be attained by securing high wages to tire labourers, edu- 
cation, improved housing, welfare ^vork, and a general 
policy of betterment in which an organisation for the care 
of public health must play a prominent part. If the child- 
ren of ^vorkers are provided Mth education, a new genera- 
tion of workers \\'iU gro\v up who ^viIl learn to regard mill 
^vork as their fixed occupation. Better housing is a most 
urgent necessity. Facihties for health, amusement, shorter 
hours of work, and other measures for economic betterment 


such as co-operative consumers stores, and credit societies, 
are equally important. The conditions in rvhich the 
industrial worker fives and works in this country muk be 
improved and brought to the level of those obtained in 
rvestern countries if efficiency is to be aimed at. This 
will require considerable rise in tlie’ standard of living 
of the workers. Better hotises, better conditions of ^vork 
in the factory. If the existing and the future industries 
of India are iiold their own against his ever-growing 
competition whjch ^»ilI;^lBb§'fi^<rel''-Sftei‘-\\'ar-^these prob- 
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lems shall have to be solved. No industrial edifice can be 
permanent which is built on such unsound foundations as 
those afforded by the Indian labour undci its present 
conditions.” 

f 

Working conditions Proceeding to the condi- 
- tions of actual work in factories it is found that s anitar y 
conditions are as a rule satisfactory in large factories, and 
considerably in advance of the conditions in the homes 
of the workers. But this cannot be said of smaller fac- 
tories. In many of these, the annual lime- washing re- 
quired by law is not carried out, the cleaning of floors 
is neglected, rubbish and debris is allowed to collect, drains 
carrying- waste water and sewage are not properly con- 
structed, and the latri^ accommodation is neither suffi- 
cient nor clean. The workers naturally object to use 
filthy latrines so that the surroundings of the factory become 
insanitary. It has been found however that they arc quite 
willing to use them if they arc kept clean. 

« . -w 

i' ' The supply of drinking water is not always satis- 
1 factory. Tap-water becomes warm during a large part 
of the year. Inspectors must insist on satisfactory supply 
of drinking water for labourers. 

In many factories and particularly in certain manu- 
facturing processes concerned with cotton, jute, wool, paper, 
leather, and in cotton ginning factories a large amount of 
dust is produced, and as arrangements for removing 
it are still defective t he health of the workers is endangered. 
The' factories must be made to set up mechanical devices 
such as e xhau st boxes, pipes, and fans et c. In many fac- 
‘ ' tories the temperature during warm months is higher than 
that of the air outside and the air movement is less. But 
even a moderately dry temperature and a regular 
supply of fresh air are not sufficient for the health, com- 
fort, and efficiency of the workers. Fresh air te be effec- 
tive must be in motion and produce changes in the tern- 
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perature of the body. It has been proved that there is a 
defini te relation_between-th€-condition— of tla'e" air and the 
health and efikiency of workers -who breathe it. The 
installation of electric fans therefore is most desirable. The 
white-washing of roofs and the sprapng of water on roofs 
can also be carried on without much cost to lower the 
temperature. The Labour Commission has suggested 
that the Chief Inspector of Factories should be empowered 
to order the o^vner of the factory where the cooling po^ver 
is so inadequate as to cause .discomfort to the worker 
to carry our particular measures to make the factory cool 
if their cost will not be very hea\qf. In fact if the factor)^ 
remains very ho;^ the factory owmer should be forced to 
adopt cooling measures ^vhatever the cost. 

The proportion of the number of, accidents to the 
number of \vorkers has risen considerably during the last 
ten years. This increase is largely due to better reporting 
of accidents although reporting is still not quite satisfac- 
tory. Factpry_o\vners !try to .suppress ne^v’S-of accidents, 
and are helped in this matter by the w'orkers habit of 
returning to the village if they suffer serious illness. 
Nevertheless there has been an increase in risk run by the 
workers. An increase in production per \vorker is bound 
to cause an increase in the incidence of accidents per ^vorker. 
Thus imperfect . guarding of mac hinery and — inadequacy 
of saf ety devi ces are not the only causes of accidents. 
These are due to an appreciable extent to the ignorance of 
the ^vorkcrs regarding the risks that they are running -while 
doing particular kinds of w^ork, to their carelessness or that 
of their ov ersee rs or employers, and to lo n.g ho urs and 
qvenvork which destroy the alertness of the -worker. 
To reduce the accidents to the minimum it is necessarj" 
that the machinery should be properly guarded, safet y 
regulations shoulc^be enforced, and the workers should be 
educated . in safety-first ideas. Better and more wide- 
spread education, better health, greater discipline in fac- 
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torieSj development of a permanent factory population 
and better conditions of work in the factories, will prove 
very useful in the prevention of accidents. Eirst^aid — 

lectures and rescue demonstrations should be .given— 

periodically and riptices should be .put in conspicio.us 

places in a factory warning the workers against the dangers 
of machinery. 

Housing The problem of housing is one of the 
most important for the industrial worker. If decent suit- 
able living accommodation at reasonable rents within 
the means of the workers can be provided some of the most 
serious defects of India’s industrial system can be removed. 
In all industrial centres congestion is so acute and rents 
are so high that the workers arc compelled to live in tene- 
ments which are really unfit for human habitation. Most 
of the workers live in one-room tenements and often they 
share it with others. There is no privacy and therefore a 
large number of workers can not bring their families along 
with them. Not only because housing problem is difficult' to 
be solved that the worker does not keep his family with 
him, his disinclination to bring his family with him is 
also due to lack of employment of women and restriction 
on the employment of children in the factories. This 
gives rise to a considerabe sex dispartity in Indian 
industrial centres resulting in a high incidence of 
vinereal diseases. There is all round testimony to the direct 
connection between congestion in the cities and ’ the 
rapid spread of tuberculosis in recent years. In the 
interests of the better efficiency of the worker and of safe- 
guarding not only in health but of the population as a 
whole, house building on a large scale in the cities should 
be regarded as an urgent necessity. 

A few employers in almost every industrial centre 
have recognised to a certain extent their obligations towards 
workers and have built quarters which are rented out the 
to their workers. But eyen in regard to these cases only 
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a small minority of ^vorkers has been proxdded ^vith housing 
accommodation. Belo^v is given a brief description of 
appalling housing conditions found in our industrial 
centres and the efforts made by employers, improvement 
trusts and corporations. 

* 

Bombay ; — The majority of workers in Bombay 
live in quarter knoA\m as chawls. Alany of these chawls 
have tall narrow frontages and extreme depths with the 
result that the rooms in the middle and the ground floors 
are denied both sunsliine and air, there is no proper 
arrangement for latrines. The narrow space of t^vo to three 
feet between the back of t\vo cha'wls is utilised for the 
purpose. The arrangement is so unsatisfactory’- that the 
air all-round is filled with an indescribable stench. 
Over and above this there is the common practice of 
thro-\\ing all the household rubbish and filth into the 
• gullies. Much of it stagnates and with the liquid sinking 
into the soil \vhen the drains are in a bad condition the 
condition becomes horrible. The ^vhole atmosphere is 
polluted and poisoned. As the smell is unbearable and 
very’^ strong the ^\dndo^vs of tlie room opening on the gullies 
the onty outlets to the open — are kept practically ahvay’s 
shut ^vhere the lavatories are not detached from the main 
building of course nothing can keep out the stench. 

Some y’ears ago Dr. Barnes a lady doctor w’as ap- 
pointed by the Government of Bombay’- to investigate 
the conditions of ^vomen w’orkers in the city. In the course 
of her enquiry’^ she -vdsited many’^ -workers in their homes. 
She found many’ living in the ground floor or basement 
where the plinth ^\’as much belo-^v tlie road level and w’hich 
in consequence must have been in a state of flood during 
the monsoon. She gives a graphic description of the eases 
of over-crowding that she encountered. As an example 
of a particularly’ bad state of affairs she describes a room 
size 15x12 ft. w’hich -^vas the home of six families. No 
less than 30 persons occupied the room. Each family 

14 
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had its own cooking place. Three of the women were 
expecting to be delivered. Delivery would take place in 
a small space 3 ft. X 4 ft. screened off for the purpose. 
The effect of such conditions on these expectant mothers 
can easily be imagined Dr. Barnes states that she sa^v many 
such rooms answering to this description. This is why 
Bombay Has the proud distinction of having the highest 
infant mortality r:>te in the world. Dr. Burnett Hurst in 
his enquiry into the housing conditions in Bombay has 
clearly established the Connection between overcrowding 
and high death-rate among the \vorkcrs and their children. 
According to enquiry the infant mortality among those 
who lived in one -room tenements was 82 p.c. in two-room 
tenements it was 32 p.c. in three-room’ tenements it was only 
19 p.c. and in four-room tenements it was 13 p.c. only. It 
clearly proves that there is direct association between one- 
room tenements and high infant mortality. 

Conditions in Bombay have not appreciably im- 
proved since Dr. Barnes has written her shocking report. 
The average number of occupants per room in one-roomed 
tenement, which for 81 per cent, of the total number 
was just over four. Thirty-three per cent,^ of the popula- 
tion live in rooms occupied by more than 5 persons at a 
time and 1 per cent, in rooms occupied by more than 20. 
In some wards of the city where the • working classes 
predominate, conditions, were of course considerably worse. 
Many of the streets in Bombay are used during nights for 
sleeping purposes as indeed in many other cities like 
Madras and Calcutta because the average floor space 
available for each occupant of a single room tenements 
cannot be more than what could be covered by a small 
mat. With better housing, the night population on the 
pavements of the Indian cities may decrease. 

In Bombay a housing scheme was attempted on a 
fairly large scale after the termination of the last War 
when the textile industry entered on a boom period. A 
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special cess was levied at the rate of a rupee per bale of 
cotton imported into Bonibay the proceeds of which were 
utilised for providing housing accommodation for the 
workers. The full programme was for 50,000 tenements 
but I only 16,000 were built most of them single-roomed. 
While the Bombay Improvement Trust built in addition 
9,000 tenements.- These improved tenements are provided 
witli good light, ventilation, sanitary arrangements, water 
supply and roads. But they have been unpopular with 
the workers. The main reasons are tire absence of cheap 
means of communication between them and the mills, 
protection against thieves, lack of medical facilities and the 
scarcity of shops. Gradually these improved tenements are 
becoming more popular as with the passage of time these 
shortcomings are disappearing. 

It has been already mentioned that some employers’ 
have provided housing in the form of single-room 
tenements. Though they are far better than chawls 
oWned by private landlords but the general rule laid down 
by employers and sometimes put into practice is that 
the workers living in their quarters are liable to be turned 
out at 24 hours’ notice on the declaration of a strike or a 
lock-out, and their movements even during normal times 
are carefully watched, particularly if tliey show their 
leanings towards a trade union. 

Ahmedabad According to an enquiiy conducted 
by the Bombay Labour Office three-fourths of the working 
class families live in one-roomed tenements. They are 
badly ventilated, insanitary, crowded, without adequate 
water supply and latrines. Frequently the open drains 
become choked and are allowed to remain so giving out 
a foul smell, and stagnant pools of water as well as heaps 
of decaying vegetables and rice full of flies are spread 
over the lanes and open spaces. Some of the cotton mills 
have provided housing accommodation to a minority 
of their workers, but its standard although better than 
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that of housing provided by private landlords is below the 
minimum standard requisite for health. 

The housing conditions are better in Sholapur 
than in Bombay and Ahmedabad. 33 per cent. ■ of the 
workers live in single-rooms^ and 48 per cent, in two rooms 
though in these cases a closed verandah was counted as a 
room. All mills have provided housing for a portion of 
their workers, a large proportion of the housing being of a 
reasonable standard. 

Madras ; — In Madras as well tlie mill hands live 
in squalor and filth. There ai-e nearly 200 slums in the 
city in which over 40,000 families or about a third of the 
city’s population lives. The report of the Health Officer 
shows that average death-rate is highest in those wards 
where the labouring classes live. 

The ‘cheries’ (as the slums are called) are a hopeless 
dwelling. The huts which are generally made of m.ud 
and thatch or of ol d kerosine tins are low hovels without 
any provision for light or air except a small door-way. 
In some ‘^cheries’ the huts are built back to back or are 
separated only by narrowest alleys -with the result that 
there is over-crowding of the worst kind. A second feature 
is the insufficiency of water supply, and a third charac- 
teristic- is the filthy condition of the precincts of the ‘cheries.’ 
There is great scarcity of latrine accommodation and the 
drainage is extremely bad. 

Gawnpore In Cawnpore a small number of the 
workers have quarters provided for them by the employers. 
So far nearly 3,000 tenements have been built by the 
employers providing accommodation for nearly 10,000 
persons ‘.and the Improvement Trust has also built nearly 
350 quarters. So that more than 150,000 persons live in 
dwellings which are unfit for human habitation. These 
workers live in ‘Ahatas’ 'belonging to private persons, they 
are very much over-crowded, insanitary, and filthy. Their 
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on a long lease from the Provincial Government. The 
main point in the scheme for the erection of a model village 
was that each house would stand on its own ground with 
its own latrine and a water-tap. The scheme was worked 
on the basis of advancing money to the workers to be 
paid back in monthly instalments spread over seven years. 
The scheme ^vhen fully developed ^vould have comprised 
1,500 houses and the village would have its own play- 
grounds, market place, and public garden, a hospital and 
a workers institute. But unfortunately it was abandoned 
at an early stage, though a few quarters still remain standing 
as a reminder of that scheme. 

In Jamshedpur the Tata Iron and Steel Company 
has built about 5,500 quarters witli a little garden round 
each house. The workers are encouraged to build houses 
for themselves through loans advanced at 3 per cent.- and 
repayable in monthly instalments. There arc about 7,000 
such small houses in 26 different sections of the city. 

Another scheme which deserves notice is that of 
Ahmedabad Labour Associations housing scheme. 'The 
Association has built 2-roomed tenements out of the funds 
of the Association and rented out to members for reason- 
able rents. The Association has also enlisted the support 
of the municipality for a town plannng scheme which will 
provide suitable housing accommodation for large number 
of workers in the city. 

The housing problem for industrial workers is of 
great national importance and it must be solved without 
further delay. There would be an enormous gain to the 
industry, through the attraction of better and more 
stable labour. The efficiency of the industrial worker 
will show marked improvement, and a well housed labour 
population will be an asset to the industries of India. 
But employers and the Provincial Governments so far have 
given little attention to this problem. The Congress 
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Ministries in 1937 showed active interest in the problem 
but their stay was so short that nothing could be done. 
It must be the dut^' of the employers to provide suitable 
housing accommodation to their workers. This should 
be considered a just charge oh the industry and the 
Government should not allow the capitalist to pocket 
profits at the cost of neglecting their primary res- 
ponsibility. Of course Government should encourage 
and help such employers who want to fulfil their res- 
ponsibility by acquiring the land for tire purpose, giving 
them loan at a reasonable interest and other faci- 
lities. The municipalities and corporations can also be 
of much help in making such schemes a success. Unfortu- 
nately in India the slum oumei's in industrial cities are 
very influential persons and the . municipalities though 
possess the statutory powers to remove the slums but th’ey 
arc impotent because they are packed by these slum 
owmers. What is wanted is a vigorous ministry embark- 
ing on a bold programme of house building. 

/ Trade Union Movement Trade Union move- 
ment is the result of the modern factory system and the con- 
centration of industry, ^vhich have dissolved the personal 
relations between employers and workers and degraded 
the workers so much that they became an easy prey to the 
exploitation of the employer. The unorganised -workers 
of a factory have little bargaining po^ver owing to their 
utter dependence, immobility, lack of reserve funds, and 
the perishability of their commodity i.e., labour. By 
removing these handicaps trade unions strengthen their 
bargaining power, and secure for them higher wages and 
better conditions of work. 

The labour movement may be said to have begun 
in 1875 when under the leadership Mr. S. S. Bengalee a 
Parsee philanthropist an agitation was started for drawing 
the attention of the Government towards the \sTetched con- 
ditions of the ^vorkers in textile factories, and to tlie need of 
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factory legislation.. As the Factory Act of 1881 proved very 
inadequate the workers found it necessary to place their 
grievances before Government. The agitation was led by 
Mr. Narayan Mcghjcc Lokhandc who started his career 
as a factory worker and devoted, his whole life to the 
movement. .In 1884 he organised the first' conference 
of the workers in Bombay for representing their grievances 
to the Labour Commission which was appointed just before. 
In 1889 Mr. Lokhande got a petition signed by cotton 
mill hands and sent to to the Governor-General reitera- 
ting their grievances. This was followed by a mass meeting 
of over lOjOOO factory workers in Bombay in April 1890 
which sent a memorial to the Bombay Mill-owners 
Association requesting a weekly holiday which was 
granted. This led to the formation of the first Trade 
Union in India. Bombay Mill Hands’ Association under 
the presidentship of Mr. Lokhande who also started the 
first labour journal called the ‘Dinbandhu’ the friend of 
the poor. The death of Mr. Bengalee and Mr. Lokhande 
deprived the movement of leadership but the seed did not 
die out and in 1910 the second labour organisation of 
Bombay factory workers called ‘Kamgar Hitwardhak 
Sabha’ i.e. Workers Welfare Association -^vas established 
and. a labour weekly ‘Kamgar Samachar’ was also started. 
The Association sent a memorial to the Government of 
India demanding the limitation of daily hours to 12 in a 
day and compensation for accidents. With the passing 
of the Factory Act of 1911 this phase of the labour 
movement came to an end. 

The above Association were not trade-unions proper. 
The real beginning of the Trade Union Movement came 
in 1918 -when Madras Labour Union consisting of the 
workers of the Buckingham and Carnatic Mills at 
Madras was ■ organised by Mr. B.P. Wadia. During the 
next three years the movement spread rapidly all over 
India and in nearly all the industrial centres and im- 
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portant industries trade unions were organised. Several 
factors helped and stimulated the esta.blishment of trade 
unions. Firstly during the war days while the cost of 
living went on rising to unprecedented heights -wages were 
not raised to the same extent. The Capitalists -were 
simply coining money and their profits -were fabulous. On 
the contrary the condition of the labourers was miserable. 
This naturally produced discontentment and the strike 
committees formed during those days later on assumed 
the form of a trade union. Secondly the war which 
stirred the whole -world also affected the Indian masses, 
and a ne^v consciousness which was born among them 
produced a restlessness, discontentment from their existing 
lot and a spirit of defiance. The Bolshe-vic revolution 
and the establishment of peasant and labourers rule in 
Russia filled them with new ideals and aspirations. 
Thirdly the holding of International Labour Conferences 
every year gave the workers organisation the right to 
have a delegate recommended by them nominated by the 
Government of India, and lastly the political movement 
also promoted unionism by increasing the prevailing 
unrest and proriding -willing leaders. 

' Federation of trade unions also began fairly early. 
In 1920 the All-India Trade Union Congress came into 
existence, one of the main reasons which -hastened the birth 
of an all-India body being the requirement of the Inter- 
national Labour Conference of Geneva that the workers 
delegation should be representative of the largest organisa- 
tion of the country. Its object was laid■do^vn as co-ordi- 
nation of actirities of all labour organisations in all trades 
and in all the provinces in India, and the furtherance of 
tlie interests of Indian' labour in matters economic, social, 
political. i 

Trade Union Act of 1926 At an early stage the 

the movement was- threatened ^vith penalties to • -ivhich 

15 
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in the absence of a protecting statute trade unions were 
exposed in India. Following a suit against Mr. B. P. 
Wadia and other leaders of the Madras Labour Union 
in 1920 and the High Courts ruling thereupon led to an 
agitation for a trade union act both in India and England. 
At that time a strike meant withdrawal of labour which 
further implied a bre ach of cq ^ract-oUscrvice. It was 
in 1926 that the Trade Union Act was passed and came in 
force from 1st May, 1927. 

The Indian Trade Union Act is designed to meet 
the comparatively simple needs of a young movement. 
The main provisions of the act are as follows: — (1) It 
gives immunity to registered trade unions from civil and 
criminal liability. (2) The accounts of the registered 
Trade Unions are to be audited every year under rules 
made by Government regarding the appointment of audi- 
tors. (3) The general funds, of a registered trade union 
can among other specified objects be utilised for the con- 
duct of trade disputes on behalf of the trade union. The 
funds can also be spent on any cause intended to benefit 
workmen in general. (4) No less than one-hal f of the total 
officials of a register ed union shall be persons ac tually en- 
gag ed^^jraiT in dust^ with~vdiich the trade union is 
concerned. This clause clearly recognised the need of 
outsiders to help trade unions. (5) The trade-union can 
have a political fund but contribution to that fund was 

not to be a condition for admission to the union. 

< 

Under this act every Provincial Government has 
appointed a Regis^trar of Trade Unions who registers a 
trade union. The registered trade unions are required to 
keep regular accounts and proper books, get them audited, 
and to send regular statements to the Registrar of Trade 
Unions. 

The-regi&tratierr-of-a' trade un ien-is-not~eom.pn1snny 
and although there is an increasing resort to it several 
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tinions regard die privileges thus acquired as extremely 
inadequate returns for the obligations imposed under the 
law. Since employers regard themselves in no way 
bound to recognise a union even registered much of the 
point of registration is missed. But after 1935 there has 
bee n a g rowin g tendency towards registration on- accou nt 
of Trade-dJn ions bei ng— madcL^ labour constituency in 
impo rtant industrial centre s. 

Since the passing of the. Act die trade union move- 
ment has developed more rapidly and though it is difficult 
to give a correct number of trade union members, an 
estimate of 350,000 as the total membership of the move- 
ment is not ivide of the mark. The task of organising 
labourers was much easier in big industrial centres. There 
has been no labour organisation in tea plantation-work- 
ers, because of their inaccessibility. Even among the miners 
tile difficulty of buUding up unions have been great. But 
ji^e, cotton textiles, and among the railways, the labour 
movement has been very vigorous. 

Besides the All-India Trades Union Co ngress the 
railway unions federated themselves into AU-India 

Railwa-yunenis Eeder-ation. Railwa^onen’s Federation is 

one of tile strongest organisations in the counhy at present. 
T he Railway Board has_xecognised--the— Federation and 
six montiily meetings are arranged between the represen- 
tatives of the RaUivay Federation and the Railway Board 
to discuss and if possible to settle outstanding questions in 
regard to the conditions of service of railway workers. 
Textile unions also have their oi\m all-India organisation. 

From onward 1924 militant tendencies developed 
in the movement with the introduction- of communist 
propaganda. Employers in Bombay and the Agents 
of railways refused to listen to ordinary trade unions and 
did not pay much attention to- tiieir requests. But showed 
a disposition to yield only when communist influences 
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had gained considerable ground among the workers. 
This naturally gave a great encouragement to the commu- 
nist workers. Gr adually the Communists s ecured-n great 
hold on the minds of the ivorkcrs in B ombay. Encouraged 
by this success tliey extended their activities to Bengal 
and established a propaganda centre at Calcutta. Now 
they .appeared as a separate group at the All-India Trades 
Union Congress Sessions held at Cawn porc and Jjicrria. ' 
In 1929 December at the Nagpur session of All-India 
Trade Union Congress held "'under the presidentship of 
Pandit Jawahar Lai Nehru, the final trial between the 
communist leaders and the leaders of the u nions l urking 
on_JJie_.cQnstitutioxLaLlines_wasJield. Communists placed 
a series of resolutions before the Executive Committee for 
adoption in open session. These resolutions related to the 
boycott of tlie Royal Commission on Labour, and of' the 
.annual International Labour Conference at Geneva, 
affiliation of the Congress to the Pan-Pacific Secretariat 
at San-Francisco, and the Third-International at Moscow. 
When these resolutions were adopted by tlie__inajDiity 
t he re fbrmist-JabcmxL leaders decided to withdraw them- 
selves from the Congress and start a new organisation 
under the name of the AllJ-udi a JXrades Uiuim-EGder-ation. 
The railway unions through their federation kept aloof 
from both the organisations. But efforts were made by 
the Railwaymen’s Federation to bring about unity in the 
workers movement. In 1932 All-India Trades Union 
Federation was dissolved and a new body was brought 
into existence under the Lame of the N ational T rades 
Unio n Feder ation claiming the adherence of the first 
body dissolved and the railway unions. A position of stale- 
iMte continued for some years as regards unity among 
la.bour rank. Till at last in April, ^93^ t Nagpur National 
Trades Union Federation and the Trades Union Congress 
came to terms and the F^deiaiiDH--merg£d_JJxelIUiita_the 
( Cong ress. ’ 
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The All-India Trades Union Congress represents 
once again all . tire workers organisations in tire country. 
The co nditions oF.amalgamatiQn-are-that-the-Congre.s.sAvin 
n ot se ek affiliation— to— an y forei gn — organisatio n th ough 
affiliated unions are permitted this liberty. With regard 
to political questions and tire declaration of strikes the de- 
cisions will be conditional upon the support of thr ee-fourt h’s 
majority. 

During wartime under the leadership of Mr. M. N. 
Roy an organisation called ‘Indi an Labo ur Federation ’ 
has been st rted witlr Government help. 

No account of the Trade Union movement will 
be complete -without special mention of the Textile 
L abour Associati on at Alrmed ab'ad the strongest single 
organisation of tire workers in India. The Association 
is a federation of craft unions. There are 7 craftwise 
organisations namely the throstle workers, frame card 
blow-rvorkers, rveavers, engine, machine operatives, 
jobbers and mukadams, winders, and rvarpers. Each 
union has its own Executive Committee rvhile tlrere is a 
central executive as well as an Advisory Committee also, 
permanent committees of representatives to supervise 
the different activities of the Association, and a joint Board 
of representatives to look after tlie interests of all tlie -workers 
in the industry in Ahmedabad. The present membership 
of the Association is about- 25,000 . 

The Association takes up indhddual complaints and 
gets them settled in favour of the -workers. It takes up the 
cases of -workmen compensation and secures compensa- 
tion for tlie workers. It maintains a well fumislied hos- 
pital with a maternity ward attached to it. It runs nearly 
32 schools for tire workers’ children. It runs four social 
centres in the city, -maintains reading rooms and hbraries 
and physical culture centres, and pays victimisation 
benefits to those who are dismissed by tlie ehiployers for 
carrying on Associatipns work in the factories. The 
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Association provides legal aid to members. It has con- 
structed two-room tenements which are let out to the 
members at reasonable rents. It is contemplating to give 
unemployment benefits as well. 

Though the Trade Union Movement has grown yet 
it is not very strong and powerful. The following are 
some of the causes of its weakness. 

(1) The Factory development in India is of a recent 
growtli and therefore tire movement is still in infancy. 

(2) The Indian mill-hand does not intend to stay 
in tire industrial centre permanently and therefore 
he is not an entlrusiastic trade unionist of the genuine 
type because he might be away in his village after some 
years. 

(3) The worker is so poor that he cannot afford to 
pay even a slight contribution towards the trade union 
funds. 

(4) The worker being illiterate does not fully under- 
stand the true significance and necessity of tire Trade Union 
movement. 

(5) The industrial population in India is a hetro- 
genous one. The workers cross language boundaries and in 
most cases their religion, their traditions, and mode of 
living is much different. • 

(6) The industrial centres in India are scattered over 
the whole length and breadth of the country and there 
are no Consolidated Zones of industrial growth. The 
great distance between the different centres puts obstacles 
in the growth of a very strong labour movement. 

(7) Lack of genuine and capable labour leaders. 
In some cases strong unions are disintegrated owing to the 
zealously of the labour leaders. 

(8) . The Government of India has been very sus- 
picious of the labour movement because of its strong poli- 
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tical colour and its being dominated by communists. No^v 
the Government of India has set up a new Labour Organ- 
isation under the leadership of Mr. M. N. Roy. 

(9) Friction in the All-India Trade Union Congress 
which divested tlie movement of proper co-ordination and 
guidance. Though now again unity has been restored. Yet 
the new rival organisation Indian Labour Federation is 
undermining its unity. 

(10) Employers hostile attitude towards the trade 
unions and universal complaint of victimisation of Trade 
Union workers. 

(11) Lastly the recent tendency towards organisation 
of labourers on commimal basis. Fortunately it is a 
rare phenomenon at present but if it is allowed to grow 
this ■will result in the decay of the movement. 

t 

The trade unions in India are of three kinds, (1) Bogus 
(2) Strike committees, (3) and permanent trade unions. 
On account of the privilege given to trade unions to elect 
representatives to Pro’vincial Assemblies and other bodies, 
certain ambitious persons organised trade unions -ivhich 
are fictitious. The purpose of such unions is to give a plat- 
form and name to the office-bearers. Happily such vmions 
are very fe'w. The second tj^pe of trade unions are not 
permanent trade unions but they are ad-hoc unions that 
is organisations designed to secure some definite and 
immediate object. The most common form is the strike 
committee formed to carry on strike and sometimes charged 
ivith the responsibifity of formulating demands after the 
strike" has begun. "With the end of the dispute particularly 
if the workers are unsuccessful, the union either dis- 
appears or sleeps. Unions of this type are frequently able 
to claim a very large membership. 

The third type of trade unions are permanent and 
' happily their number is increasing the transport and Post 
and Telegraph are vety well organised. Among indus- 
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tries Textile is the best organised. In coal mines and plan- 
tations labour is not at all organised and if their arc certain 
trade unions of coal-miners they are very weak and in- 
affective. There is no trade union movement worth the 
name in seasonal industries. 

Industrial disputes and the machinery for 
conciliation Strikes on a small scale occurred in fac- 
tories in India during the early development of modern 
industries, but there is hardly any record of them. Before 
the first great war however strikes \vcrc infrequent as 
there was no organisation among workers and their out look 
was altogether passive. All strikes in this early period 
(before 1914) were spasmodic and some local philanthro- 
pist used to champion the cause of labourers. 

This state of affairs continued upto 1914 when the 
outbreak of war changed the entire situatio?!. The great 
war which stirred the whole world affected also the 
masses of India who had to bear the burden of recruit- 
ment loans, taxes, and war contributions. When the 
workers returned from war theatres in 1919 they brought 
with them revolutionary ideas. Moreover the powerful 
Nationalist movement and the repressive policy of the 
Government aroused a spirit of defiance among the 
people and lastly the establishment of Russian Republic 
of peasants and labourers awakened a hope of a new social 

order among the labourers. 

( ' 

With the social rnind surcharged with war spirit, 
political agitation and revolutionary ideal the labouring 
classes no longer remained patient and tolerant under the 
old social wrong and new economic disabilities. Union- 
, ism gave them a new weapon. 

The spirit of revolt has been latent for sometime 
but it. was manifest only in the latter part of 1919, 
Under this spirit workers started ' strikes after strikes until 
like an .epidemic they spread all over the cquntry paralysing 
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the ^vhole industi'ial organisation. The employers policy 
■\vas short-sighted throughout, they generally allowed the 
grievances to accumulate and attended to tliem after the 
outbreak of strike. In 1920 nearly 200 strikes some of them 
of a serious character took place. The most notable of 
these were the general strike of Bombay which caused a 
tremendous loss, the general spinners strike in Ahmedabad, 
and general strikes in Bharoach and Sholapur. The 
strikers ^vanted increase in wages and shorter ^vorking day 
Avhich was granted to them. 

In 1921 there were nearly 400 strikes a number 
which has never been equalled in India involving six lakli 
^v•orkers and an aggregate loss of seven million ^vorking 
days. The largest number of strikes occurred m Bengal 
and Bombay. Madras and U.P. being other areas affected 
and a disastrous one in Plantations ^vhere firing was resorted 
to. In tlie three subsequent years there was on the whole 
less industrial unrest. In 1923 tire cost of living fell and 
a period 'began of efforts by employers to reduce wages 
and tvitlidraw concessions made in earlier years. This led 
to trouble and there were 213 strikes invohdng 3 lakh work- 
ers and a loss of 5 million working days. Mostly these 
strikes occurred in Bombay. The most serious strike was^ at 
Alrmedabad affecting 56 out of 61 mills involving 45,000 
workers and a loss of two and half million working days. 
In 1924 tlrere ■was a general strike in Bombay over the 
question of Bonus. 

Between 1921 and 1926 there were over 1,200 sti'ikes 
in India involving nearly 2 million workers and causing 
a loss of 37 million working days. Of these strikes 500 
occurred in Textiles, 150 in jute and 59 in railways. The 
years 1926 and 1927 were comparatively quiet. 

In 1928 there was a fresh wave of mirest sweeping 
over the countr}\ there were 200 strikes only but the loss in 
working days reached a record figure of 31 million and a 

16 
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half. The textile workers in Bombay declared a general 
strike as a protest against the introduction of a scheme of 
rationalisation of work. The strike continued over 6 
month's. It was responsible for a loss of over 22 million 
working days. The Bombay Government appointed Faw- 
cett Committee which held the 17 demands of the ivorkers 
fair and reasonable. Unrest was general during the year 
resulting strikes at Jamshedpur, Camiporc and Sholapur. 

After 1928 there \vas a considerable decline in dis- 
putes. Following were the reasons of this decline. (1) 
Natural lethargy after px'olongcd strikes and their 
failure, (2) Split in the All-India Trade Union Congress 

(3) The appointment of the Royal Commission on Labour, 

(4) Meerut conspiracy case in which most of the left-^ving 
labour leaders were involved, (5) Serious political condi- 
tion and civil disobedience 'movement which stiffened the 
attitude of Government towards labourers, (6) Serious 
economic depression which j^aralysed the Indian economic 
system. 

In fact during these years trade union movement 
suffered a severe set-back and with the deepening of the 
economic depression eame further attacks on the standard 
, of ’vvorkers which they were powerless to' resist. Un- 
employment was acute and in almost all mills wages were 
reduced. 

In 1929 the Government of India passed the Trade 
Disputes Act. But the Provincial Governments did not 
set up courts of enquiry, and arbitration boards to settle 
• the trades disputes. They had greater faith in policeman’s 
lathi and prohibitory sections of the criminal procedure 
. code to suppress strikes. 

Ti'ades Disputes Act, 1929 :--The Act empowers 
the Provincial Governments or the Central Govern- 
ment to refer any matters connected with a dispute 
existing or apprehended to a court of enquiry or a board 
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of conciliation'. If the majority of each of the parties so 
desire it, the Government may appoint -a court of enquiry 
or Board of conciliation Avhichevcr is desired. The court 
may issue the report. The Board consisting of equal 
number of representatives of both the parties is intended 
to bring about a settlement as early as possible. If a 
settlement is arrived at .the Board must send to the proper 
authorities a copy of the settlement signed by the parties 
and a report of the activities of the Board, Even if no 
agreement is arrived at a report must be sent by the 
Board along ■with their recommendations for bringing the 
dispute to a settlement. The Courts and Boards under 
the Act are invested with all powers of civil courts for en- 
forcing attendance of persons, their examination on oath, 
for compelling the production of all documents etc. 

The Act makes special provision in regard to Public 
utility services, specially railways. It penalises strikes 
and lock-out without 14 days previous notice, when the 
strike is in breach of a definite contract bet\veen work- 
men and employer. A strike or lock-out is illegal if it is 
not concerned \vith a dispute wthin the. industry or if it 
is designed to cause prolonged public hardship or to 
coerce the Government. 

Legislation for settling disputes has not had success, 
because the Act of 1929 provided for intervention only at a 
last stage when the dispute is at its climax and settlement 
has already become difficult. 

Comparative quiet in the labour world during the 
period 1929 to 1936 was due to causes stated above. 
With the advent of the Congress Governments in the Pro- 
vinces who were pledged to safeguard the interests of the 
labourers, the hopes of the workers re\dved and com- 
parative prosperity of the industries improved the prospects 
of successful strikes, 'and the labour .unity was secured 
by a compromise arrived at the Trade Union Congress 
between the left and right -wing of the movement. 
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The election manifesto of the National Congress 
on the fundamefital rights ran thus “The state shall 
safeguard the interests of the industrial workers that the 
labour policy of the National Congress was to secure a 
decent standard of living, hours of work and conditions 
of labourers in conformity as far as the economic condi- 
tions of the country permit, with industrial standards with 
suitable machinery for the settlement of industrial disputes, 
protection against the economic consequences of old age, 
sickness and unemployment, and the right of the workers 
to form unions to strike for protection of their interest.” 
Thus the Victory of tlic Congress at the polls roused 
a great expectation in the minds of the labourers. 

Beforehand in 1934 the Bombay Government passed 
the Conciliation Act by which provision was made for the 
appointment of a chief conciliator whose duty was to put 
the two parties together, A labour officer was also 
appointed under the Act to watch the interests of the 
workers with a view to promote harmonious relations 
between the employers and the employees , and to take 
steps to represent the grievances of workmen to employers 
for the purpose of obtaining redress. The U.P. Government 
also appointed a labour officer at Cawnpore for the same 
purpose in 1938. The labour officers got a large number 
of grievances redressed which would otherwise have led 
to serious conflicts. 

So far conciliation had been voluntary. It was felt 

■ that conciliation to be successful must imply the existence 
of good will. The Royal Commission on labour were 

' also against- the introduction of the principle of compul- 

■ sion by making obligatory the reference of disputes to 
arbitration. The trend of opinion shifted with the coming 
•of popular Governments and compulsion was proposed 
everywhere. From this point of view the Bombay Trades 
Disputes Act of 1938 is of great importance. 
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ciple that only one union shall be registered from one 
local area. It is open to the union \v'ilh a larger member- 
ship to get the registration of the smaller union cancelled. 

The basic idea of the Act has been the introduction 
of collective bargaining between the whole body of 
employers in a local centre and the whole groups of 
organised workers in that area. The value of settlement 
within the single industrial unit has been ignored. The 
Act docs not propose to set up work councils in each fac- 
tor)' ■which should be the first agency to receive all notices 
of change in the factory. The question of compulsory 
postponement of strikes unless all the stages of concilia- 
tion or arbitration arc gone through raises another issue 
of importance and docs not find favour with labourers. 
The view that only one union should be allowed to represent 
workers in a local centre is to be deplored because it im- 
plies the regimentation of workers in a single union. 

Stable peace can only come about if there be 
harmony and goodwill within the industry. The 
establishment of work council in each factor)' composed 
of representatives of ^\'orkcrs and of management which 
will deal with all questions effecting the workers will be 
very useful. Above all industrial peace depends upon 
the development of sound and stable unions which will 
negotiate with the employers in all local centres. It is 
this absence of internal arrangement that is responsible 
for the breaking of lightning strikes in India. 

ECONOMIC CONDITION OF LABOURERS 

Wages The problem of paying reasonable wages is 
of utmost importance from the point of the labourers. In 
Indian industries not only that wages paid are very low but 
there is a 'Very great variation in wage rates in the different 
centres, in the same industry. Not only that wages differ in 
different centres but they also differ in the same centre and 
the same industry to a surprisingly great extent. Thus 
in Bombay* and Calcutta the two most important indus- 
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trial centres of India in the adjoining two factories the wages 
may be quite different. Repeated efforts have been made 
by the ti'ade unions to get the wages standardised but 
nothing so far has been done. The present \vage problem 
in India is to secure sufficient wage for the worker and to 
get the wages standardised in different centres. Not 
only that the wages paid by the factory owners in India 
are very low but they also resorted to unnecessaiy and 
heavy fines and cuts and v’exatious delay occurred in 
paying wages. This difficulty has been removed to some 
extent by tlie passing of the Wage-Payment act in 1937. 
The main provisions of the Act are following: — (1) The 
wages of all persons employed in concerns employing 
less than 1,000 persons are to be paid before the expiry of 
the seventh day after the last day of the wage period in res- 
pect of which the wages are payable, and in establishments 
employing more than 1 ,000 persons before tlie e.xpir)^ of 
10 days. Where the employment is terminated by the em- 
ployer all due wages are required to be paid before tire 
expiry of the second working day following that on which 
the employment is terminated. (2) Deductions from wages 
are permitted only in respect of fines, absence from duty, 
damage or loss of goods, housing accommodation supplied 
by the employer, contributions towards provddent fund, 
for dues of co-operative societies and on orders made by 
the court. Deductions are also permitted in respect of 
such amenities supplied by the employer as the Governor- 
General or Local Gov-ernment may authorise. (3) No 
fines are to be levied on children that is persons below the 
age of 15. No fines can be imposed sav^e in case of such 
acts or omissions as have been exhibited in notices which 
have received the approval of Local Gov-ernment. The 
total amount of fines which may be imposed on any person 
during any wage-period is not to exceed half an anna 
in tire rupee of wages for that wage period and no fine 
can be recovered in instalments or after the expiry- of 60 
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days from the day on which it ^vas imposed. All fines arc 
to be recorded in the prescribed registers and all realisa- 
tions from fines are to be expended on objects beneficial 
to the workers. (4) Deductions from wages for periods of 
absence from duty should be pro-rata and should not bear 
a larger proportion than the period of absence bears to 
the period of duty. (5) Recovery of an advance of money 
given before employment began is to be made from the first 
payment of wages in respect for a complete wage period. 
But no recovery is to be made for advances given for 
travelling expenses. 

Need of minimum wage legislation in India : — 

The wages in India arc extremely low, no body can 
question. The ^vage statistics of different industrial cen- 
tres prove it. But the granting of minimum wages is not 
called for only because the wages arc very low, but also 
because there does not exist any arrangement for effective 
regulation of wages by the collective agreements or other- 
wise. There are no strong trade unions to resist the 
arbitrary reduction in wages. Moreover in India 
due to the growing pressure of population on land there 
is an ever-growing reserve available at the factory gates 
for any wages. This over abundance of labour supply 
compelled with one-sided competition leads to a race in 
reduction of - costs by deduction in wages. Minimum 
wage legislation is not only urgent from the point of view 
of the well being of the working classes but it will also 
ensure that mutual good-will and trust between worker and 
the employer that can alone bring about peace in indus- 
tries. 

In India the demand for a legal minimum wage 
was made before the Royal Commission on labour. But 
they rejected the demand on the ground that in India 
wages in agriculture are very low and as industries draw 
• their labour from villages they cannot be said to cause lower- 
ing down the standard of living of the worker. In short 
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form of occasional visit to cinema houses or to festivals, 
ljut comparatively few can aflFord them and very few 
spend anything on their children’s education. 

^Vhen the villager first arrives in the city his resources 
are even more limited than those of the rural cultivator. 
He mostly borrows money for the initial bribe and the 
expenses of the first six weeks during which he will be 
paid no wages by the employer. The rate of interest he 
has to pay is higher in cities than in rural areas because 
the security of the labourer is practically nothing. The- 
money-lender in the town has a small shop near industrial 
areas. He is either a Mamari or a Pathan. The rates 
vary from 25 per cent, to 150 per cent. As far as Pathan 
is concerned he charges on small sums 150 per cent, and' 
on bigger amounts like Rs. 50 or Rs. 100, 75 per cent. In 
the industrial areas apart from the Marwari and the Pathan; 
very frequently the mistri or the jobber also follow money- 
lending as a profession. ' Initial bribe, for purchasing ' a 
' job, maintenance during the first one and a half month, 
marriages, ceremonies, and Funerals are responsible for a 
large proportion of debt. 

It Avould be no exaggeration to say that overwhelming 
majority of the workers in India arc hopelessly in debt. 
Sickness in the family, unemployment, drink and drugs 
are all contributory factors of indebtedness. 

So far as industrial labour is concerned the Royal 
Commission on Labour discussed their particular needs 
from more than one point of view. On the recommenda- 
tion of the Commission the Government "of India amended 
the la\v in 1937 exempting altogether the salaries of 
workers getting not more than Rs. 100 a month and in the 
case of Government servants, local bodies, and railway 
administrations getting more than Rs. 100 a month, from 
any attachment of the first Rs. 100 and only half of the 
remainder. By another amendment of law in 1936 the 
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imprisonment of the debtor is not permissible. Another 
aspect of indebtedness is the intimidation and molestation 
by the money-lenders. The Provincial Governments 
have passed measures according to ^vhich loitering near 
any factory mine, dock or railway workshop for the pur- 
pose of recovery of debt is punishable with imprisonment. 
The Labour Commission also recommended that steps 
should be taken to help the worker to liquidate his debt 
and legal protection should be granted , to him. ' But 
nothing has been done so far. The indebtedness of the 
\vorker is a great curse and he becomes a long slave of his 
creditor. 

Another big item in a worker’s budget is expenditure 
on drink and drugs. Liquor consumption in industrial 
areas is shockingly enormous. The Congress Government 
adopted the policy of limited prohibition but after tlieir 
resignation it -was abandoned. It is absolutely necessary 
that prohibition should be introduced at least m industrial 
areas and healthy recreations must be pro\dded to the \vork- 
ing population so that the drinking habit may be changed. 

In the case of the majority of low paid ^vorkers the 
bulk of them incomes go to the creditor as interest, to the 
drink or to drug shops, and for ceremonies. Most of what 
remains is spent on food, clothing, fuel and rent. The 
average, labourer consumes less cereals and pulses etc., than 
even the, prisoner. His standard of living is extremely lo^v. 
Under these circumstances he cannot be but inefficient. 

LABOUR LEGISLATION. 

Mines Act of 1935 ; — ^According to this act no person 
is to be employed in a mine for more than six days in a week. 
No person employed above ground in a mine is permitted 
to ^vork for moi'e than 54 hours in any \s'eek or for more 
tlian 10 hours in a day. The''period of Avork of a person 
employed belo\v gi'ound in a mine are to be reckoned from 
the time he leav'-es tlie surface, to the time he returns 
to tlie surface and are not in any one day to spi-ead 
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over more than 9 hours. The employment in any mine 
of children under 15 years of age is prohibited. 

- The Government of India jn-oinulgatcd regulations 
in 1929 prohibiting the employment of women underground 
in coal mines of Bengal, Bihar, C.P., Orissa, and salt 
mines in Punjab with effect from Istjuly, 1939, and in all 
other mines from 1 si July, 1929. But during war on account 
of coal shortage women have been again allowed to work 
underground as a temporary measure. 

Factory Act of 1934 The recommendations of the 
Royal Commission on Labour were incorporated in the 
Factory Act of 1934. The following arc the main pro- 
visions; — (1) Any premises where a manufacturing 
process is carried on with or without power and ten or 
more workers arc employed will be declared a factory. 
(2) Every factory shall be kept clean and free from effluvia 
arising from any drain, privy or other nuisance and shall 
be cleansed properly. (3) Where gas dust or other 
impurity is generated in the course of work adequate 
measures shall be taken to prevent injury to health of 
workers. (4) The local Government may make rule (a)i 
prescribing standards for cooling properties of the air- 
in factories in which the humidity of the air is artificially . 
increased. (5) Overcrowding shall be avoided in the rooms 
of the factory. (6) A factory shall be sufficiently lighted 
all the working hours. (7) Dangerous machinery will 
have to be fenced. (8) No adult shall work for more than 
54 hours a week or where the factroy is a seasonal moi'c 
than 60 hours a week. (8) Sunday will be a holiday. (9) 
No woman shall be allowed to work in a factory at night. 
(10) Child below the age of 12 will not be allowed to work 
in a factory and even those who arc of the prescribed age 
shall not work unless they are given a certificate of physical 
fitness. (11) No child shall work for more than 5 hours in' 
any day. Children will not i be made to work at night. 
From 12 to 15 years the worker will be considered child 
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and half timer. (12) The building of the factory must be 
suitable for tire manufacturing process. (12) In case of over- 
work the Avorker will be entitled to pay at the rate of one 
and a half times his ordinar}’’ rate of pa)'. 

The present factorx^ act is a great improvement over 
the previous one as regards the- safeguards and the hours of 
work but the \vorkers long for 48 hours of work and greater 
safeguards for tliemseh'es. During war by special ordinance 
in certain industi'ies 60 hours week has been permitted 
by the Government of India as a temporal-)' measure. 

Workmen’s Compensation Act, 1934 : — ^The 
findings of the Royal Commission on Labour were incor- 
porated in the IVorkmen’s Act of 1934. The scope of the 
act has been widened covering labourers in nearly all 
hazardous .occupations. Substantial changes have been 
made in the scale of compensation. For fatal accidents 
the compensation ranges between Rs. 500 to Rs. 4030 accor- 
ding to tlie wage of tlie employees. In the case of perrnanent 
disablement the compensation ranges between Rs. 700 to 
Rs. 5j600 according to the wages of tlie employee. 
Some industi-ial diseases were recognised the sufferers from 
which ivere made entitled to compensation. 

Maternity .Benefit Act; — Until 1929 Maternity 
Benefits were unknoim in India. In that year Bombay 
Gox'ernment passed the Maternity Benefits Act. Accord- 
ing to the Act. any pregnant women -worker who has put 
in 9 months servdce can claiin 8 -sveeks ivage four -weeks 
before and 4 iveeks after the deliver)'. C. P.. Madras, 
U.P., Assam tea plantations, and centrally administered 
Areas Alaternity. Benefits Acts have been passed more or 
less on tlie same Ihies. 

Unprotected Labour l\Tien the condition of 
labourers in regulated factories liable to periodical in- 
spection are unsatisfactor)' the conditions are much less 
satisfactoy in small and seasonal factories which are less 
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liable to inspection. Under die latter category come sugar, 
cotton ginning and pressing, lea, jute pressing, rice husking 
etc. the workers arc primarily agriculturists living mostly 
in their village homes. There is no organisation among 
these workers, their wages arc extremely low. The seasonal 
factories can obtain certain exemptions as ’regards hours 
of ivork etc. frorn some provisions of the Factory Acts. 

The question of dust is an important one specially 
in cotton presses and gins, tea factories, and rice mills. 
Many of the ginning slieds arc very hot in the summer 
being covered , with corrugated iron sheets. Owing to 
the dust nuisance respiratory diseases arc very common 
in these areas. In the tea factories the atmosphere is im- 
pi-egnated n'itli tea niifT and the labourers have to work 
with a cloth round the mouth and nostrils. 

Then there arc all kinds of small factories which 
employ the majority of the workers in India. They do 
not come under the factories act cither because they do 
not employ power or because the number of workers em- 
ployed is less than 10 or twenty. 

'' There. is also the problem of the unregulated indus- 
tries chiefly tanning, beedi making, carpet manufacture 
etc. The conditions of work are appalling and very insa- 
nitary conditions prevail tvherc the rvork has to be done in 
tanneries. In Beedi and carpet manufacturing children 
of very low age have to work for long hours. - In mica 
splitting, and wool cleaning also children of tender age 
are made to work long hours. ' More or less similar condi- 
tions exist in shellac manufacturing. ' The workers in 
these non-regulated factories are the least protected of the 
industrial workers ’ in India. No act has been passed to 
give them protection. 

Welfare work;— The labour legislations give pro- 
tection only to a minority of the industrial workers and 
even for them, their poverty and ignorance and the power 
of employers are factors which minimise the effectiveness 
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of such legislations to a considerable extent. In fact there 
are some gaps to be filled in the labour legislation. It is of 
utmost urgency that pro^'ision for sickness, old age, unem- 
ployment and invalidity be made and the hours of ^vork 
may' be reduced from 9 to 8 per day and 40 hours week 
may be kept as ideal. Legislation for fixing a minimum 
li\'ing wage for all industries regulated and unregulated, 
abolition of child labour under the age of 1 5 and legislation 
for. the protection and general' impro^"ement of the 
conditions of work and life of workers should be taken up 
at an earlv date. 

4 

Certain philanthropic employers spend a substan- 
tial sum every year on welfare acfi\-ity in their factories, 
medical relief, education, recreation, cheap grain shops, 
dining sheds. Creches for children, etc. are pro\dded at 
the cost of the employers. But such cases are few and 
even in the case of such factories much is made of welfare 
work. It is a delusion and snare in many cases. In some 
cases welfare ^vprk have for the time being made the creation 
of trade unions impossible just where they are most needed. 
Welfare ^vork has its uses provided it is completely control- 
led by the labourers themselves, is made applicable to the 
^vhole industi'y and does not check the growth of trade 
unions. Until employers in India abandon thei^ hostility 
to unions it is impossible to expect workers appreciation 
for welfare schemes and conducted (as it is claimed) for 
their good, but in running of which they have no voice. 

_ In _ fact the industries should provide a reasonable 
\vage, decent conditions'of living and ^vork to the labourers. 
Therefore the State should fix a minimum ^\•age•in ever\' 
industry by legislation and a decent standard of ^velfare 
work should also be provided by tire capitalists to their 
workmen. It is only thus that ' comparative peace can be 
maintained .in tlie industries without -which the industries 
in India cannot grow rapidly. 



CHAPTER XX. 

MODERN INDUSTRIES. 

One of the important developments in tlie economie 
life of the country during the past hundred years or so has 
been the establishment of mechanised large scale indus- 
tries. It is a fact that this development has not proceeded 
on satisfactory lines, and there- is much that remains to he 
done in this connection.'' We have already discussed the 
problems of our . industrial development in a previous 
chapter. In the present chapter we shall make an attempt 
to review the position of large-scale industries existing in 
(lie country. • 

Cotton mill industry We have already seen 
that cotton manufacturers ,of India had attained a world- 
wide celebrity in the past and it was as a result of the 
working of a number of adverse circumstapees that this 
premier industry of the country along with other indige- 
nous industries decayed. But the inherent advantages 
that India possessed in relation to cotton industry with 
her skilled as well as cheap labour, large markets, and an 
enormous amount of raw cotton, were there. • And it was 
only a- question of time for the industry to revive itself on 
modern and scientific lines. To-day cotton-mill industry 
occupies a front position amongst the organised industries 
of the country. 

t 

It may be interesting to learn that the first factory 
run on ihodern lines 'n the cotton industry of India was 
established not- at Bombay but at Calcutta by an Englishman 
with English capital in 1818, The venture, however, 
failed and it was in 1854 that a Parsee gentleman, Cowasji 
Nanabhoy Dawar,' started a spinning mill at Bombay and 
thus successfully laid the foundations of cotton mill industry 
in India. Since then the industry has remained under 
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Indian control and been financed by Indian capital which 
has entitled it to claim itself as a really national industry 
of the country. 

In the beginning tlie progress of tire industry was 
slorv. The speculative boom of the sixties of the last century 
as a result of the American Civil rvar opened the flood 
gates of a large number of company floatations in India in 
rvhich the new money made in the cotton boom was invested 
and the cotton industry also had its share. The industry 
made somewhat rapid progress in the seventies, and in 
1878 there were in all 53 mills. The important features 
of the industry of this period rvere : predominance of 
spinning over -weaving, localization of industry in the city 
and Island of Bombay, and its dependence on the export 
of yarn to the Chinese market to the negleet of the home 
market. Abundance of capital and credit facilities, cheap 
and speedy transport, and nearness to Chinese market 
were the factors that localised tlie industry in Bombay. 

During the last quarter of tlie 19th century (1878- 
1900) the progress of tlie industry continued in spite of a 
number of difficulties that came in its -way. The cotton 
industry of England had been a harbinger of industrial 
revolution in the fields of other industries and a similar 
development was most natural in India as well. The 
Manshester and Lancashire interests were anxious to keep 
India only a raw .material producing count^)^ They 
became jealous of tlie new cotton industiy'^ of India, 
and an organised campaign was engineered against it. 
This had its effect. First there come about the gradual 
removal of import duties on cotton goods, and ivhen such 
duties had to be re-imposed for revenue purposes they 
were accompanied by the imposition of an excise duty on 
home produce so as not to give them any advantage over 
the British manufactures. In 1894- the import and the 
excise duties were levied at a rate of 5% ivhich were reduced 

18 
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to 3i% in 1896. Though the import duty was raised front 
time to time later on, the excise duty, which -was appli- 
cable only on finer products of over 20 counts only, conti- 
nued at the same level till it was abolished in 1926. 
This cotton excise duty was much resented by all nationalist 
interests and affected the development of ir.dustiy in an 
adverse manner. Another difficulty that the industry 
faced during this peried was of exchange. As a result of 
closing the Indian units to the coinage of rupees in 1893, 
tlie Indian currency was linked to gold and her relations 
widi the Chinese currency, which was based on silver 
standard, became unstable in consequence. The Exchange 
rate between China and India suddenly dropped from 
frlOO to Rs. 200 to slOO to Rs. 192 in 1893 which brought 
about a great fall in our exports yarn to China. There 
were certain other factors also, as the beginning- of a 
cotton industry both in China and Japan which not only 
affected our foreign markets for yarn but in course of time 
produced the Japanese competition within our own home 
market also. The occurrence of two famines and the out- 
break of plagues in the latter years of the last century 
reduced the home demand and adversely affected the 
supply of labour for the industry, specially the plague 
drove away a large number of workers from the Bombay 
mills. Still the industry made great progress, the number 
of mills rising to 193 in 1900, looms to 40,000 (11,000 in 
1878) and spindles to 4i696,000 (1,290,000 in 1878). This 
did demonstrate the inherent strength of the industry. 

A new development in the industry in this period 
was the starting of factories in a larger and larger number 
not only in other parts of the Bombay Presidency excepting 
Bombay such as Ahmedabad (the first mill was erected 
in 1859 but the progress was rapid only in the last two 
decades of the century), Sholapur, Surat, Baroda but also 
outside the Presidency in such up country towns as 
Nagpur an^ Cawnpore, The expansion of the industry 



CHAPTER XX 


139 


in these new centres was influenced by such natural factors 
as nearness to ra^v-nlaterial, plentiful labour, marketing 
facilities, and development of railway communication. 
The other two features of the industry, i.e., 'predominance 
of spinning and export of yarn to China, however, conti- 
nued as before. 

“The effects of the unfortunate events at the end of 
the last century gradually disappeared and the industry 
once again entered on its onward march from 1903.” 
The Swadeshi movement of 1905 gave a further impetus 
to the industry'’ \vhich, in spite of certain unfavourable 
circumstances as general depression in ■world’s cotton 
trade in 1907 resulting in a fall in the price of yarn and 
difficulties of trade with the silver using countries like 
China and Japan due to increase in the duty on tlie imports 
of the white metal in 1911, however, continued in a pros- 
perous condition till the outbreak of the last world-war. 
In 1913 the number of mills had lisen to 271, of spindles 
to 6,779,000 and of looms to 1,04,000. 

During this period (1900-1914) tlie industry dis- 
played a fcAV new features also. The predominance of 
spinning waned and wea\dng made relatively greater pro- 
gress. This was because the growth of spinning industry 
in China reduced the Chinese demand for our yarn on 
one hand, and the Swadeshi movement produced an 
increased demand for Indian goods on the other. An- 
other development -was the production of finer counts of 
yarn, and the expansion of industr)'- outside Bombay 
continued with greater vigour. The passing of- Factory 
Legislation in British India in 1911 also led to the estab- 
lishment of a number of mills in Indian states which 
tendency has since been on the increase. In the absence 
.of any such labour protecting legislation in Indian states, 
capitalists have got full opportunity to let loose their 
passion for exploitation of the ■^vorking class. 
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The position underwent a somewhat better change 
as tlie result of the breaking out of a world-war in 1914. 
The increased demand for the products of the industry 
from the Government for militaiy purposes as well as from 
the home market specially because of reduced imports 
from outside due to ^var conditions offered a golden 
opportunity to tlic cotton industry. The competition of 
British goods, particularly in respect of finer counts, 
•was also greatly reduced. But the difficulties of importing 
machinery and other necessary stores from outside 
during war time stood in the industry’s way and the 
development was greatly checked accordingly. Though 
the increase in the number of mills and the spindles was 
not very great, the increase in the number of looms 
reached tlie percentage of 25. Thus the total produc- 
tion of mill cloth did register an increase. The importance 
of weaving continued and the trade in the export of yarn 
further substantially declined. Though the total imports 
of yarn and piece-goods suffered, those from Japan showed 
a considerable increase. It was a portent for the future. 

It was followed by the period of post-war boom 
which began in 1917 specially in Bombay. The boom 
lasted for a period of 6 years and was marked by a number 
of new features. There was a rise in the number of mills 
but in Bombay the expansion took place in the form of an 
increase in spindles and looms. Over-capitalisation was 
also in vogue in one form or other. The total produc- 
tion of yarn and cloth increased and mills worked to their 
full capacity, and imports of yarn and piece-goods fell 
heavily. ' 

The post-war boom was only short-lived and closely 
on its heels followed the depression (1923-28) which was 
more particularly marked in the Bombay industry.. 
Such world-factors as the altered relations between the 
agrarian and general prices since 1920 which had reduced 
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the purchasing power of the masses, the cyclical character 
of depression after the post-war boom and the rising trend 
of American cotton prices which determined the cost of 
raw-material of Indian industry were responsible for 
tliis depression. Another important cause was tlie Japanese 
competition not only in the outside markets but also in the 
home market. The advantage of the Japanese over Indian 
industry lay in a number of factors as depreciated yen 
(upto 1929), inferior labour conditions in respect of hours 
and the employment of women and juveniles at night, 
(the conditions remained inferior even after 1929 when 
night work for females and boys under sixteen ^vas prohi- 
bited, hours of labour for adults were unrestricted and 
hours for women and young persons could be extended), 
the double-shift working of mills, state-aid to industr)^ 
received in a number of forms, better climate which effects 
efficiency of labour, organised buying of ra^v cotton both 
in America and India, and cheap freight. The varia- 
tions in rupee-exchange which pursued an upward trend 
from 1923 as the result of the Government’s deliberate 
policy which was ultimately fixed at Ish 6d also produced 
a depressing effect upon tlie cotton industry in more than 
one way. Not only 'the industry was put at a dis- 
advantage of 12A% (nearly) as against all foreign countries 
including Japan and Britain, but it also suffered on account 
of the reduced purchasing power of the agriculturist-class 
due to this rise in our foreign exchange from Ish. 4d. to 
Ish. 6d. which rise also destroyed Bombay’s supremacy 
in some of the overseas market specially China. - The 
depression was more severe in case of Bombay than other 
centres and for tliis in addition to the above causes several 
otliers were also responsible. Over-capitalisation caused 
by purchases of machineiy'^ at inflated prices (true more 
of Bombay than of other^centres), the high dividends of 
the boom period, loss of the China trade in yam. not 
compensated by an increase of piece-goods exports, in- 
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creasing competition from Ahmcdabad and other up- 
country mills, higher labour costs in Bombay, high local 
taxation in the Bombay city, and the higher levels of 
cost of fuel and power and water combined with the diffi- 
culties of finance in the period of depression deserve special 
mention in this connection . Thus we find that as a result 
of these special conditions when the world began to ex- 
perience a general trade recovery by 1924-25 after the post- 
war depression, the depression in the cotton industry 
went on unabated right till 1928 on which ^vas then super- 
imposed another world-wide depression of 1929-30. 

This worsening situation in the industry naturally 
created a strong demand on the part of the mill-owners 
for protection from the State. Before this the industry 
had the only advantage of a revenue duty which to meet 
the requirements of war finances was raised from 3 i% 
ad valorem (Before war) to 1\% in 1917 and further to 
11% in 1920. The force of circumstances ultimately led the 
Government of India to appoint a Tariff Board in 1927 
and make an enquiry. The majority of the Board pro- 
posed an increase in the import duty of cotton piece-goods 
from 11 per cent, to 15 per cent, for three years and no 
increase on the duty on yarn, and a bounty on the spinning 
of higher counts of yarn. ■ The main consideration before 
the Board was inferior labour conditions in Japan. First 
the Government refused to take any action, but in response 
to pressure of the public opinion it finally decided to im- 
pose a small duty on imported yarn in 1927 (specific duty 
of 1^ annas per lb. unless the value exceeded Rs. 1-14-0 
in which case the duty was fixed, at 5% ad valorem) for a 
peried extending upto 31st 'March, 1930. Import duties 
on mill stores and machineiy were abolished from 1st 
October, 1927, as was recommended by the Tariff Board.' 
The existing import duty on artificial silk yarn was also 
reduced from 15 to 7i per cent to compensate the hand- 
loom weaver for increased import duty oh yarn and Jo 
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facilitate • the diversification of' Indian mill production. 
The Board had also sugg^ted certain internal reforms 
in tlie industr)'^ as better organised purchase of raw- 
material, increasing laboui'’s efficiency, diversification 
of production and production of higher counts, and greater 
attention to the development of internal and outside 
markets. To some extent certain mills attempted to 
introduce economies which led to labour strikes and a 
worsening of the situation. The depression in the industry 
continued and this gave rise to more substantial demand 
for State protection. 

Accordingly in 1929 (July) Mr. G. S. Hardy ^vas 
appointed by the Government to enquire into the 
question of protection to the industry. Mr. Hardy justi- 
fied the need for protection and declared that Japanese 
competition had been rapid and uninterrupted. The 

Government rejponded by a passing Cotto n Textile- 

Industrji.Pxotection-AGt4n~l 930 (April) which was to last 
upto 3 1st March, 1933. The general ad valorem duty 
^vas raised to 15%, and an additional protective duty of 
5% was levied on goods of non-Biitish origin. Regard- 
ing plain grey goods, however, an exception was made 
in tlrat they had to pay a minimum duty of 3i annas not 
only in case of non-British goods but abo of the British 
origin. This preference in favour of British manufactures 
from the backdoor was ver>' ingenous and was much re- 
sented. The protective duty on yarn (imposed in 1927) 
was continued by this Act. 

In the meant vhile two important developments 
affecting the cotton industr)- had made the situation com- 
pHcated. By tire end of 1929 world had come in tiie grip 
of a general trade depression which adversely affected the 
fortunes of tire cotton industry. At, the same time the 
political situation of tlie countr)'^ also -worsened and the 
civil dbobedience mot^ment was started. This gave a 
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great impetus to the industry with its emphasis orl 
Swadeshism. 

The Economic Depression disturbed the Govern- 
ment of India budget and the Indian Finance Act of 
March, 1931 placed an additional duty of 5 per cent. 
ad valorem on imported cotton piece-goods, and the Sup- 
plementaiy Finance Act of November, 1931 further 
imposed a surcharge of 25% ad valorem, on all import 
duties then existing. The duly on imports of artificial 
silk piece-goods was also raised to 40 per cent. These 
changes in the tariff along with the encouragement got 
from Swadeshism did help the cotton industry whichj 
however, -was struggling through a most severe depression 
of its kind. At the same time an import duty of 6 pies 
per pound on all raw cotton and of 10 per cent, on 
machinery and dyes used by the industry was also levied. 

The protective duty imposed by the Act of 1930 
was to expire on 31st March, 1933 and therefore tlic 
Government in April, 1932 directed the Tariff Board to 
enquire into the question of the grant of substantive pro- 
tection to the industry. In the meantime Japan had gone 
off the Gold Standard (1932) and as a result Yen began 
to depreciate from February, 1932 onward. This meant, 
a great advantage to Japanese cotton goods which began 
to invade the Indian market in a large measure. The 
Government, therefore, asked the Board to hold a special 
enquiry (July, 1932) as a result of which the duties on 
foreign piece-goods were raised from August, 1932, to 
50 per cent, or 5| annas per pound, whichever was higher, 
which was further raised to 75 per cent, or 6| annas per 
pound, whichever was higher, in June, 1933 as the severity 
of the Japanese competition continued unabated. Because 
Government’s consideration of the report of the Tariff 
Board of' 1932 was not completed, the period of the 
Protection Act of 1930 was extended first to 31st October, 
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1933 and then again to 30th April, 1934. At the same 
time notice was given of Government’s intention to abrogate 
the Indo-Japanese Trade Convention of 1904 (denounced 
in April, 1933) since it prevented the Indian Government 

■ to impose safeguarding duties on Japanese goods alone. 

\ 

\ 

It was at this time that as a result of negotiations 
on the one hand between Japan and India and on the 
other betAveen England and India, two important Trade 
Agreements were signed.* 

The Tariff Board of 1932 after a thorough enquiry 
arrived at tlie conclusion that the claim of the cotton in- 
dustry to a “substantive protection” was established. 
Accordingly tlie Indian Tariff (Textile Protection) Amend- 
ment Act, 1934 Avas passed and came into force from 1st 
May, 1934. The Act Avas made in the light of the above 
tAVO agreements and proAuded for an import duty of 25% 
on British piece-goods and of 50% on noji-British ‘piece- 
goods (in case of plain grey goods) Avith a minimum specific 
duty of 4-| annas per lb. on the former and 5^ annas per 
lb. on tlie latter. I The life of the Act Avas limited to 31st 
March, 1939, but it recognised the need for an examina- 
• tion of the scale of duties on tAA^o occasions : First on the 
expiiy of the Mody-Lees Pact at the end of 1935, and 
secondly at the end of tlie Indo-Japanese agreement 
in March, 1937. 

Accordingly in September, 1935 a special Tariff 
Board Avas appointed to examine the duties on British 
goods and the Board recommended a reduction of rates 
Avhich came into effect from Jmie 25, 1936. The reduced 
rates A\'ere 20% ad valorem, Avith 34 annas per lb. (from 
25% or 4| annas) as a minimum specific duty on plain 

*Mody'Lees Pact of 1933 avhich \ras to continue till the end of 1935; 
Indo-Japanese Agreement of 1934. 

jThis rate of duty had actually come in force so far as non-British goods 
are concerned from 8 January, 1934 as a result of the Indo-Japanese agree- 
ment. 
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grey goods, on all British piece-goods other than prints. 
Duty oh cotton yarn remained the same. 

The Indo-Japanese agreement was also subsequently 
renewed for a further period of three years ending March, 
1940 which did not bring any material modification in 
the rates of duties on Japanese piece-goods. 

/ 

In March, 1939 a new Indo-British Trade agree- 
ment was signed replacing the Otta^va agreement of 
1932. In the light of this agreement the Indian Tariff 
(Third Amendment) Act of 1939 (April) was passed which 
further reduced the duties on British goods as under: 

Printed goods. 

Grey goods. 

others. 

These were the basic rates which were subject to an 
increase in case of increased imports, and a decrease in 
case of decreased imports by 21%. The New Act came 
into force on 1st April, 1939, and extended the period of 
operation of the protective duty on - cotton piecegoods 
upto 31st March, 1942. On account of the beginning of 
the second world-war the imports of British goods ^vere 
reduced and from 17th April, 1940 the duties were 
accordingly reduced by .21 per cent. A retrograde step 
taken by- the Government in 1939 was further enhancing 
the import duty on raw cotton from 6 pies to 1 anna per 
lb. The duty on the long-staple cotton hit the industry 
particularly hard and has resulted in an increase of 
foreign yarn imports into India in lieu of foreign cotton. 
This has adversely affected both the manufacturer as well 
as the grower of long-staple cotton' in India. 


171% j 

15% or j 

Annas 2 71 pies per lb. !• 

•whichever is higher. j 

15% 
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■\Ve have examined in tlie foregoing paragraphs 
the extent of help the cotton industry got from tlie State 
and our conclusion is by no means very hopeful. The 
tardy attitude on the part of the Government in the 
beginning has been followed by a very severe breach in 
her protectionist policy aftenvards in the shape of a 
preferential treatment to the British goods. Here it is 
very important to remember that competition betsveen 
U.K. mills and Indian mills has increased every year and 
therefore need for protection against British goods -was 
as real as in any otlier case. Such a protection was 
also furdier necessary to encourage the manufacturing of 
finer counts by Indian mills. 

To pick up tlie link, we should conclude our survey 
of the Indian cotton industry with a brief description 
of its progress and trends in recent years. In spite of 
Government protection die industry continued to work 
more or less under a gloom right up to 1937, the years 
1934-35, 1935-36, and 1936-37 being years of stagnation. 
The industiy hoivever registered sudden progress during 
1937-39. This must lie attributed to the weakening of the 
Japanese competition oiving to the Sino-Japanese war 
and its reactions on the one hand and fall of cotton prices 
on the other. The fiiture trend hoivever was not very 
hopeful for the industry as several adverse factors, like 
increased wages, doubling of import duty on cotton, reduced 
import duties on British goods, and die le\^nng of Property 
Tax in Bombay and Alimedabad for meeting the cost 
of prohibition, had come into being. Since the end of 
1938 Japan had also begun to pay increasing attention 
to Indian trade, and die gromng internal competition as 
well as reduced domestic demand caused by the ‘recession’ 
in business conditions were also other factors. But in Sep- 
tember, 1939 the second world-ivar broke out and 
changed the -whole situation, and the entry of Japan in 
the war gave the much needed relief. The demand for 
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Indian goods has increased due to defence requirements 
as wclltas the need of Empire and neutral markets which 
received their imports from belligerent countries before 
hand. Foreign imports in India have also been reduced. 
But the difficulties of freight and of improving the required 
machinery’ etc. as u'cll as tlic Joss ofsci’cral outside markets 
in the belligerent occupied territories are some of the facts 
on the other side, that should not be neglected. Oh the 
whole,, however, ^var has stimulated the industry. Exports 
have increased to Australia, New Zealand, South Africa 
and other countries which previously depended on British 
imports, though much of these exports has been at the 
cost of reducing stocks for the internal market to the great 
difficulty and distress of the general public. How far the 
recently established control (June, 1943) over the cloth 
market by the Government is going to succeed is, however, 
to be seen. New mills have also been started and for the 
first time in the histoiy' of the cotton industry many nciv 
lines of production as mosquito nets, camouflage nets, 
cellular and water-proof khaki have been undertaken.* 
A notable tendency in the production of cotton mills has 
been towards the manufacturing of liigJicr and lu’ghcr 
counts, Bombay, Ahmcdabad, and Madras being ahead 
of other centres in this respect. This needs more encourage- 
ment from the Govcrnme.nt than hitherto given. Import 
duty on raw cotton is a retrograde step from this point 
of view, we have already remarked. War, therefore, has 
undoubtedly given an opportunity to the Indian cotton 
industry to strengthen its position but ho\v the industry 
would fare afterwards would depend as much upon its 
inherent strength and efficiency' as on the post-war condi- 
tions of world economy and the readiness and capacity of 
the Indian Government to adjust to them. More 
recently in 1942-43 the industry suffered a decline 
due to labour strikes, shortage of chemicals, and pre- 


♦Industrializatior.— O. V. Pamphlet on Indian Aflairs. 
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occupation of the mills in supplying special war require- 
ments. 

Jute Mill Industry: — Though sufficient evidence 
is lacking about the manufacture and use of jute in ancient 
India, tlie extensive use of jute goods from the beginning 
of the last century is beyond doubt.*^ From 1833 Jute 
manufacturing industry developed in Dundee and this 
affected the position of Indian industry veiqf severely. 
India became a raw jute exporter now. But in the middle 
of tire 19th century the Jute mill industry began in this 
country also. 

The first jute-spinning mill rvas started at Rishra 
near Serampur in Bengal in 1855 and the first power- 
loom rvas introduced in 1859. The growth of the mill 
industry drove the last nail in the coffin of the hand- 
loom industry which now disappeared. The progress of the 
industry was slow in the beginning because of the absence 
of trained workers and experience in a nerv venture. 
By 1885, however, the industry had attained a fairly satis- 
factory progress. The production of gunny bags pre- 
dominated in this period. 

During the latter part of the 1 9th century the 
Industry had to experience a difficult time. Mills pro- 
duced more than was demanded and this led to depres- 
sion which was further accentuated by"^ such causes as 
rise in the price of raw jute, series of famines, and 
epidemics during the decade 1891-1900, and the shortage 
of labour because of the outbreak of plague. But in 
course of time as the causes of depression subsided the 
industry began to flourish. Tlie chief characteristic of this 
period was the tendency towards greater output of hessian 
cloth in place of gunny bags. 

Then came the last world-war \sath a heavy and 
active^ demand for manufactured jute goods for military 


♦Growth ot Trade and Industrj- in Modem India : Vakil and others. 
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and transport purposes. This meant a great impetus 
to the industry which, however, sufFcrcd from a few handi- 
caps also — trade with enemy countries ceased, freight diffi- 
culties arose, an export duty on raw and manufactured 
jute was imposed from March, 1916 to meet war expenses. 
But on the whole the industry entered on a period of 
expansion and prosperity from 1914. After the war was 
over the industry had to pass through bad times because 
while the demand slackened, the costs of production 
increased owing to a rise in the price of jute and in wages. 
The mills tided over the difficulty by agreeing to work 
short-time. With the return of normal conditions, how- 
ever, the demand grew and the industry began to 
develop* 

The world economic depression, as in the case of 
other industries, did not leave the jute industry also un- 
affected. Declining prices, presence of large stocks and 
frequent labour troubles were the important causes. But 
owing to its better organisation the industry faced the 
difficult times more successfully than the cotton industry. 
During the ten years ending on 31st March, 1936 a policy 
of curtailment of output was in force by restricting hours 
of work to 40 per week so far as the members of the Jute 
Mills Association (formed in 1896) were concerned. The 
position of the industry became very critical in 1937 and 
1938 owing to unrestricted production as from 1st April, 
1936 hours of work were extended from 40 to 54 per week 
and from 1st March, 1937, no restriction at all remained. 
This was because no agreement could be reached with 
non-Association mills. To protect the industry the Bengal 
Government intervened and by means of an ordinance 
of September, 1938 limited hours of work to' 45 per week. 
This encouraged the mills (Association as well as non- 
Association) to enter into a voluntary agreement from 15 
March, , 1939 whereby member mills agreed to hours of 


♦Trade and Industry : Vakil and others. 
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worJi whidi would not be less than 40 and more than 
54 per week. From 3 1st July, 1939 a supplementary agree- 
ment -was made restricting liours of \vork to 45 per ^veek 
witli 20 per cent. Hessian and 7|- per cent, sacking looms 
sealed. 

In die meanivhile die war broke out which increased 
die demand for jute manufactures. Large orders ^ve^e 
placed by die Indian Government. Thus the jute industry 
^vas lifted out of acute depression and production and 
exports both increased. No restriction on hours of labour 
%vas necessary now and under special order mills worked 
at 60 hours per week. But this hopeful situation did not 
last for long and soon the need for restriction was again 
felt. From 8th April, 1940 working hours were reduced 
to 54 per -week which ^verc further curtailed to 45 per week 
from August, 1940, and from September, 1940 up to the 
end of the year the Indian Jute Mills Association decided 
to close their mills for one week in each month. IVith 
neiv orders however tlie situation ^vas reviewed and at 
tlie close of 1941 mills were working 60 hours per week* 
The shortage of coal has been the most important difficulty 
in the way of the jute industry. And it is feared tliat 
the industiy might not be forced to reduce the working 
hours to 40 per -week. The industry is also subject to an 
internal system ' of conti-ol by the Indian Jute Mills 
Association and tlie maximum prices fi.xed for manufac- 
tures under the Government pressure arc lois' ivhich need 
revision. At present the lower prices benefit tlie American 
and otlier foreign purchaser of our jute manufactures. 
It should not be forgotten^ however, that the necessity to 
raise the present raw-jute prices fixed by I. J. M. A. is 
equally great. 

.’■-*The agreements ' to which references are made are beiween niem- 
lier mills of the Association. Five jute mills are outside the Association. 
There was an agreement between them and the Association mills Ijctwcen 
1st August 1932 and 31st March 1936 when the agreement ended. 
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We have traced the development of jute industry 
in India. We shall close our remarks with a comparison 
of the industry with the cotton industry. While cotton 
industry is Indian owned and financed, the jute industry 
IS foreign managed and also largely financed by foreign 
capital. Only pf late Indians have purchased shares in 
jute mills. Then the position of the jute industry in the world 
market is much stronger tlian that of the cotton, India 
possessing a monopoly of jute. An average jute mill 
is also far bigger in size than a cotton mill. Lastly while 
the cotton is spread over a gi'eater part of the country, 
the jute industry is centralized within a radius of forty 
miles only. 

The future development of jute industry is linked 
^vith the general programme of industrializing the country 
and the success of the former will be deterniined by that 
of the latter, goes without saying. 

Woollen Industry;— In comparison to the cotton 
and the jute industries, the importance of the woollen mill 
industry is much less, as the handlbom industry plays 
a greater and more important part. The slow growth 
of this industry in our country can be traced to other factors 
also. The quality of our wool is poor for woollen and 
worsted goods manufactured on the power-loom; the 
climatic conditions, specially in the south, are not favourable 
to a large demand; and the poverty of the Indian consumer 
is a further stumbling-block as tire price of the woollen 
goods is higher than that of the cotton. 

The first woollen mill in India was started in Gawn- 
porc in 1876 which was a suitable place both from the 
viewpoint of raw material as well as a marketing centre. 
In 1882 another mill rvas started at Dhariwal, in 1888 at 
Bombay and in 1886 at Bangalore. The slow growth of 
the industry can be judged by the fact that before the last 
world-rvar there rvcrc " only five or six mills. The war. 
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however, gave a direct impetus to this industry also as to 
others, a'nd a few new companies were floated mainly in 
Bombay. 

In the post-war (1914-18) period the industry was 
faced with foreign competition from Italy and Japan. 
Italian blankets and tweeds and cheap merino yams and 
worsted piece-goods from Japan, being within the reach of 
the poorest, offered the keenest competition in the cheaper 
classes of woollen goods for which there is ordinarily a large 
demand in India. During 1924-29 some of the new mills 
as a result of this competition went into liquidation.* 

On account of these difficulties the industry applied 
for protection and the case was referred to the Tariff Board 
in October, 1938. The Board examined the claims of 
the woollen (inferior)' and worsted (superior) branches 
of the industry separately, and recommended protection 
in botli the cases. The Board emphasised the intensity 
of foreign competition which was much enhanced due to 
depreciation of yen and rigging up of the rupee-exchange, 
and the chaotic conditions in the world’s foreign-exchanges 
combined with trade depression and aggressive trade 
policies of the competing countries made the situation all 
the more difficult. But on spurious groimds the Govern- 
ment denied protection to the industry. The denial in 
the case of tlie woollen branch was based on the mysterious 
attitude which the Cavmpore and the New Egertori 
(Dhari^val) woollen mills, forming a very important 
group in the industry, displayed in not tendering their 
ewdence before the Board. The Government, therefore, 
got an occasion to argue that the Board’s findings did 
not apply to the industry as a whole. It may be necessary 
to remember at this juncture that the Ca^vhpore mills 
are dominated by British interests, and some of them have 
attained a very high standard of efficiency ^vhich may be 
the cause of their strength. ' Still the refusal of the 


•Indian Fiscal Policj’; Adartar. 


20 - 




154 


MODERN INDUSTRIES 


Government in extending protection to the industry . can- ’ 
not be justified when the national interests definitely de- 
manded it, merely because a particular section of the 
industry was either indifferent or opposed to the demand. 
The ground for denying protection to the worsted section 
was that the' industry had to import raw mate|rial from 
foreign' countries. Even this stand of the Government 
was most untenable when the Tariff Board had clearly 
laid down that it was no competitive drawback in view 
of the fact that England, Italy, and Japan, the principal 
competitors of India, also depended upon the foreign 
supplies of the raw-material, viz., worsted. This laissez- 
fahe policy of the Government laid the industry open to 
the full blast of foreign competition and checked its future 
development. 

Of late, however, the. industry recorded some 
progress, perhaps because of the increasing world demand 
for woollen goods caused by the preparations of war'. 
And when the war has actually broken out, the impetus 
got by the industry is more substantial and certain. Due 
to Government purchases woollen mills have increased 
their output. The industry has much scope for future 
development but without a sympathetic industrial policy 
on the part of the Government it is bound to remain ham- 
pered. At present majority of our mills manufacture cheaper 
goods only, though otherwise all varieties of woollen 
fabrics are manufactured in India. 

Silk Industry':— Like the woollen industry, in 
this' case also handloom occupies a predominant place.- 
The industry in India, owes its origin to the ancient past 
when silk goods were used as articles of luxury by the rich. 
The Provinces of Gujrat and Bengal and after ‘ Tippu 
Sultan, Mysore also, were the important, centres , of 
production. This old industry, however, in course of 
time decayed ‘because, of reduced home demand due to the 
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disappearance of courts etc. and foreign competition in 
external markets. 

' The development of the silk industry on modem 
lines began during the present centur}% but the growth 
has been very slo-w. There are various causes responsible 
for this ; Being a luxury industry, greater attention has 
to be paid to the artistic production which is not amenable 
to the standardised production of a modern factory; de- 
licate machines and skilled-labour found in European 
countries are not available in India; and lastly the demand 
in different ' provinces is varied because of differences in 
fashion and traditional use. The industry is an urban 
industry and is distributed over a number of Provinces 
as U. P., Bengal, Bihar, Orissa, Bombay and Madras. 
However, on tlie whole we can say that the industry 
has not been in a flourishing condition at all. In 
recent years various factors such as general depression, 
and competitipn of the Chinese, the Japanese and» 
European manufactures aggravated by exchange depre- 
ciation and state-aid to industries of different countries 
by their respective governments have only increased die 
difficulties the industry has been facing. The Indian 
Tariff (Textile Protection) .\ct of 1934 also embodied 
profusions regarding the protection of the silk industry 
and imposed duties on raw silk, silk yarn, piecegoods, and 

mixtures, as well as on artificial silk yam, in the last case 

\ 

the duty being raised.* But tiiese duties did not help the 
industry first because the situation in relation to foreign 
competition went on deteriorating, and secondly the 
duties fvhen even imposed were inadequate. The Chinese 
and the Japanese exchanges continued to .fall till 1937 
and the intensity of competition from these countries natu- 
rally went on increasing. Therefore, in 1938 the question 
of continuing protection fvas referred to tire Tariff Board 

*The duty on artificial silk yarn was further raised in 1941-42, from 
3 annas .(1934 Act) to 5 annas per.pound. 
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again and the Report was presented in 1938 December. 
The Tariff Board clearly brought out the fact that during 
the first five-year period of protection (1934-39) dump- 
ing was aggressively practised by Japan as well as 
China. The Board naturally recommended an, all-round 
increase of duties.* The Government first did not publish 
the report for a long time which was released only recently 
witli the remark tliat it (Government) “finds it impossible 
in the present position of uncertainty to form any decision 
as to a long term policy.” The reference obviously is 
to the uncertain conditions of war. The Government’s 
step is not justified on the double ground that action could 
have been taken much earlier which was delayed and even 
the uncertain war conditions can be no real justification 
for not helping the industry. The present position is that 
the period of the old duties was extended up to 1942. So 
far as the future scope for development is concerned, 
there is enough for it. The coming of the war has also 
done one good thing for the industry and it is that the 
Competition from Japan as well as Italy has come to an 
end. It, however, rrtnains to be seen whether after tire "war 
tlie industry gets the necessary aid, in all its sections, or 
not from the State because the progress of the industry in 
a large measure would depend upon this. For its raw 
material, the industry does not wholly depend upon home 
production but also uses foreign silk which is of superior 
quality and is mostly from China, Japan and Italy.- The 
war. of course has either stopped these imports as in case 
of Japan and Italy, or disturbed as in case of China. ^ 
Attempts to improve Indian silk are also on foot in .different 
places as in, Bengal,- Kashmir, and Mysore. 

Sugar Industry:— The Indian Sugar industry, is 
a recent phenomenon "in the industrial history of our 
country/ - Its rapid growth has taken place only after the 

. • ' • ** f . _ ■ _ _ ■ , . 

*If should be clearly understood that the scope of the ttvo Tariff 
Board enquiries \vas not limited to only Silk Mill Industry but it was mainly 
concerned with the Sericulture Industry as well as handloom industry. 
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grant of protection to the industry by the Sugar Protection 
Act of 1932 under the recommendations of the Tariff- 
Board of 1931. Before the grant of this protection, the 
industry enjoyed the benefit of a revenue duty which was 
'enhanced to Rs. 7-4-0 per cwt. in March, 1931. In 
September, 1931 a revenue surcharge of 25% (Rs. 1-13-0) 
was also imposed. Under the above Protection Act, the 
import duty was fixed at Rs. 7-4-0 per cwt. until 31st 
March, 1938, and the 25 per cent, surcharge continued. 
From 1st April, 1934 the protective duty ^vas enhanced to 
Rsr 7-12-0 per cwt. but the surcharge ■was reduced to 
Re. 1-5-0, thus no difference was made in th'e total duty. 
At this date an excise duty on internal production was 
also le'vied at Rs. 1-5-0 per cwt. This was a handicap 
in the way of the home industry and was naturally resented 
by tire manufacturing interests in the countr}^ From 
February 28, 1937 the protective duty rvas reduced to 
Rs. 7-4-0 and a surcharge was imposed at Rs. 2/- per cwt. 
to equal the excise duty which was raised from Re. 1-5-0 
to Rs. 2/- per cwt. The total import duty rvas thus put at 
Rs. 9-4-0 per cwt. which continued upto 31st March, 
1939. The increase in the excise duty was a further han- 
dicap on . the industry which suffered owing to reduced 
profits. The problem of continuing protection to the 
industry for the remaining period of 8 years ■was examined 
by a Tariff Board in 1937 which recommended continuance 
of the protection at the existing rate i.e. Rs. 9-4-0 per cwt. 
upto 31st March, 1946. The Government, ho^vever, 
decreased the protection to Rs. 8-12-0 per cwt. from 1st 
April, 1939 to 31st March, 1941 and promised a further” 
enquiry in 1940. But no Tariff Board was made due to 
war conditions and the protection at the same rate has 
been continued. In March, 1940 the excise duty on 
Sugar was further raised from Rs. 2 per c^vt. to Rs. 3 per 
cwt., and therefore the import duty was also raised by 
Re. 1 to Rs. 9-12-0 per cwt. And as there exists besides this 
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a gtncral suichargc of 20% on all custom duties, the existing 
protection enjoyed by the Sugar industry from 1st Alarcli, 
1942 is Rs. Ilf, per cwt., the excise duty remaining at 
Rs. 3 per cwt. 

Under the impetus of the protection granted by the 
Government, the industiy made a rapid progress.* An 
idea of this progress can be had from a large increase, 
in the number of factories as well as in the quantity of 
sugar manufactured, that has taken place during this short 
period of a little more than a decade. In 1931-32 the total 
number of factories ^vorking in India was 32 only which 
rose to 139 in 1938-39 when the first period of protection 
came to an end. In 19-10-41 the number had further 
risen to 148. The total quantity of Sugar manufactured 
from cane in 1931-32 was 158,581 tons only which figure 
at the end of 1938-39 stood 'at 650,800 tons and which at 
the end of 1940-41 had further risen to 1,095,400 tons. 
During this period the quantity of sugar refined from Gur 
as well as produced under the khandsari system has, how- 
ever, continued to fiuctuatc, and on the whole has regis- 
tered a decline. Thus it is the cane-factory sugar industry' 
which has made rapid progress under the State protec- 
tion. Along with this rapid increase in internal produc- 
tion the imports of sugar have naturally declined. In the 
years up till 193.-31 the annual average imports amounted 
to about one million ton which were reduced to 11,960 
tons only in 1936-37. In 1938-39 due to 'deficit in in- 
digenous production the imports, however, increased to 
254,000 tons which have, however, again declined to 
' 30,000 tons with increased production during the war. 
The result of a\l this progress has been that India to-day is 
self-sufficient in matter of her internal consumption of sugar, 

♦ On th» eve of protection the industry was fast declining due to 
large scale dumping of fireign subsidized sugar, and effects .tf tpde depression, 
other d’fficulties in the way of our sugar industry were low-vield per acre of 
siifar-canc, absence of up-to-date methods of -extracting juice, poor yield of 
molasses, difficulty of getting sufficient sugar-cane from near the factory and 
heavy capital charges of the undertakings. 




CHAPTER XX 


159 


the Indian sugar indilstiy is now the second . largest 
industry in the country, first being the Cotton textile, and 
India is the largest producer of sugar ^mong all the countries 
in the world. 

The rapid development of the industry in tire country 
gave rise to an unhealthy feature, that of over-production 
which resulted in much internal competition. There 
was accordingly a precipitate fall in the price of Sugar 
in 1937. To avert this internal competition a Sugar 
Syndicate comprising about 90 mills was brought into 
existence. Later on the industry also approached the 
Governments of the U.P. and Bihar for legislative inter- 
ference to restrain competition. As a result both the govern- 
ments have passed Sugar Factory Control Acts and made 
it compulsory for every mill to obtain, a license for work- 
ing sugar factories from the Government. The mem- 
bership of the Sugar Syndicate has been made one of the 
conditions of the grant of a license. All the mills working 
in the t^vo provinces have to sell their sugar through the 
Syndicate. The life of die Sugar Control Act was ex- 
tended in 1940 to June 30, 1944. In the U.P. and Bihar 
under the Sugar-cane Act of 1 934 minimum prices of sugar- 
cane have also been fixed since 1934. The Sugar Syndi- 
cate has all along complained that the minimum prices 
have been fixed at uneconomically high rates and have 
adversely affected tire industry' specially in relation to other 
provinces. Anotlier difficulty in the way of Indian Sugar 
Industry arose due to the ban imposed by the Government 
of India during the year 1937" upon the export of sugar 
from India to any country, by sea, except Burma for a 
period of five years. The International Sugar Agreement 
under which this ban was imposed expired in August, 1942. 

f 

For the success of the Sugar industry', as was pointed 
out by the "Tariff Board of 1931 also, it is necessary that 
greater attention is paid to agricultural as ivell as Indus- 
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trial efficiency. The most important problem' concerning 
agricultural efficiency is that of increasing per acre yield 
of cane. Though the ^verage yield for India has under- 
gone some rise from 12.3 tons per acre in 1930-31 to 15.6 
tons per aqre in 1936-37, it still compares very unfavourably 
with Hawaiin or Java yields which in 1928 were 47.3 
tons and 52.5 tons per acre. So far as introduction of 
improved variety of sugar-cane is concerned, excellent 
results have been achieved due to the efforts of tlic Imperial 
Council of Agricultural Research and Provincial Agri- 
cultural Departments. In 1938-39 out of a total area of 
3,248,000 acres under cane the area under improved 
varieites was about 82 per cent, whereas in 1930-31 out 
of 2,905,000 acres, only 20% was under the improved 
variety. Culdvation of sugar-cane by the manufacturers 
themselves is suggested as one way to improve the yield 
per acre as better mctliods' of cultivation would be 
easier to adopt in such a case. Coming to the industrial 
side, the important points tliat deserve our attention arc 
the improvement in the extractive efficiency of Indian 
factories, which partly depends on good cane and partly 
on mechanical efficiency, tire size of an average sugar 
factory, and th_e utilization of by-products. So far as 
extractive efficiency is concerned, it is gratifying to note 
that the percentage of recovery of sugar in India has 
registered an increase since 1931-32 both for country as a 
whole as well as for provinces. In 1938-39 the average 
percentage of recovery for the whole of India was 9.29 
as compared with 11.61 for Java Average. But during 
past years the recovery has been much higher, often 
higher than 10 per cent, and always higher than 9.75 per 
cent. The position needs further improvernent in future. 
An increase in the average size of a sugar factory is also 
desirable though there has taken* place some improvement 
in this respect ■ also.. The utilization of by-products is 
another necessary improvement. Production pf power- 
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alcohol has great prospects and must be encouraged by the 
Governments in sugar producing areas as U.P. and Bihar. 

Coming to the present position of the sugar industry 
we find that during the first three years of war the industry 
showed no signs of progress, it being in the fourth year 
that signs of prosperity were sho^vn. The fall of Java 
and the destruction of its industry fundamentally altered 
the position of Indian Sugar industry from one of excess 
production to brilliant prospects of increasing demand 
at home and ^abroad especially in neighbouring Asiatic 
and African markets. The problem of maximum produc- 
tion being secured is therefore, the most important one for 
the industry at present. Since April 14, 1942, tlie industry 
has been brought under the Government control as a 
war measure. But the Sugar Controller has so far not 
succeeded in this most important task of maximising the 
production. The capacity for tlie industry is 15 lakh 
tons per year, whereas we need 12 lakli tons at the pre- 
war consumption level for our home market, and 50,000 
tons for armed forces and thus we may afford 2i lakh tons 
for foreign countires. Though all restrictions on. pro- 
duction were removed in 1942-43 season but the total 
production was estimated at 11 laklr tons only. Even 
this ■was possible when the cane price was raised from 8 
annas to 10 annas per maund and sugar price from 
Rs. 12-3-0 to Rs. 14-8-0 per maund. To ensure sufficient 
supplies of sugar-cane to factories so that they may pro- 
duce upto their maximum capacity, the crying need of 
the hour is to raise the sugar-cane prices to at least Re. 1 
per maund in view of the increased cost of sugar-cane 
production as well as increased cost of living. This is not 
in the cultivator’s interest, but also in that of the manu- 
facturer as well as the consumer if cane-supplies are not 
to suffer as well as sugar shortage, is not to occur. 
Increase in the sugar-cane price may not necessarily be 
followed by corresponding rise in sugar price but even if 
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that is necessary that may be done. The possibility, how- 
ever, must be reckoned that with increased production 
the sugar producer may get some sugar to sell in the 
foregin market at the prevailing very high sugar prices and 
he might find it possible to sell sugar in the home market 
at comparatively lower price. Anyway it is as much in the 
interest of the industry as of sugar-cane grower that the 
sugar-cane price is raised from annas ten per maund to 
at least Re. 1 per maund. 

Iron and Steel Industry: — The importance of this 
industry in the industrial life of a modern nation cannot 
be over-emphasised. It would not be perhaps any 
exaggeration to say that it is the most important ‘basic’ 
or ‘key’ industry of the whole lot. Basic industries are 
those which either provide raw-material or vehicles of 
production for other industries. Iron is used as raw 
material in a number of industries, hence its industry is 
a basic industry. Similarly engineering industry is also 
a basic industry because machines, tools etc. which are the 
products of the Engineering industry are used as a vehicle 
of production in the manufacture of- other articles. Goal, 
hydro-electric power, non-ferrous • metal, vegetable oil, 
heavy chemical and leather industries are other examples 
of the ‘basic’ group. There may be certain industries 
which may serve the purpose of a basic industry as well 
as may not. Coal may be consumed for industrial as also 
for purposes of home consumption. In one. case it is used 
as a basic product, in another it is not so used. Thus 
the use that is made of the product of an .industry is the 
correct criterion of distinction. 

India possessed a very well-developed iron and 
steel industry in the past and the famous iron pillars of 
historic antiquity stand as an- undeniable testimony to 
this fact. But the rise of the modern iron and steel indus- 
try in the ^\'est ultimately put an end to our old industry 
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organised on antiquated lines and India became an iron 
and steel importing countr)^ 

The first attempt at establishing an iron works on 
modem lines was made in 1830 in the South Arcot District 
of Madras ^vhich was followed by a few others as ^vell. 
But these attempts did not prove successful. The first 
effective stepj-was taken in 1874 by the Barkar Iron works 
(acquired in 1889 by the Bengal Steel and Iron Com- 
pany) by starting an iron industry in Bengal on the 
Jherria Coal fields. The next venture to follo^v -was that 
of the Tatas in 1911 which was a landmark in tire history 
of the. Indian steel industry. The Tata works were estab- 
lished at Sakchi in the Singhbhum districts and pig iron 
was first produced in December, 1911 and steel in 1913. 
Soon the last world war broke out and it gave a great 
encouragement to the industry. A large scheme of 
extension was proposed in 1917 but could be completed 
only in 1924, the difficulties of the ■war and the post-war 
period such as regarding imports of machinery being the 
cause of the delay. 

After the ■war and specially the post-\var crisis that 
set in in 1921, the industr)^, however, had to face difficult 
times. There were a number of unfavourable factors, 
during the war tlae capacity of the steel industry of the 
world had increased and the Indian industry now had to 
face its competition, the demand was also experiencing a fall 
due to depression which resulted in the intensification of 
competition, the general depreciation of- the continental 
exchanges also' contributed towards the same thing, the 
establishment of tlioroughly modern plants in the place 
of the old ones destroyed by war in Belgium and France, 
and lastly some element of dumping \vere also additional 
causes. There were certain internal factors also, for 
example the ' coal-contract and the rail-contracts of the 
Tatas turned out to be very unfavourable. All this resulted 
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in making the condition of the Indian Steel Industry very 
critical. The Tariff Board e.\amincd the case of the 
industry and published its report in 1924. It was the 
first application of the poliey of discriminating protection 
adopted by the Government in early 1923. The Board 
recommended protection for the industry and accordingly 
the Steel Protection Bill was passed by a Special Session 
of the Legislature in May and June, 1924 according 
to which specific duties were imposed on certain articles 
and bounties were granted on certain others. . 

But soon it was discovered that the protection granted 
by the 1924 Act wiis inadequate as the unfavourable situa- 
tion continued, to grow more and more seriously. Depres- 
sion continued exchanges depreciated and a new factor 
in the shape of steady rise in the rupee-exchange ^vas also 
to be reckoned with. The matter was again referred to 
the Tariff Board which recommended further extension 
of import duties. The Government, however, decided to 
grant bounties not exceeding Rs. 50 lakhs in all in the one 
year, from October, 1924 to September, 1925. In June 
•1925 the Board was again required to examine the ques- 
tion of protection and suggested a further bounty upto 
31st March, 1927 not exceeding Rs. 90 laklis. TJic Govern- 
ment, however, reduced the rate of bounty so as to keep 
the maximum within Rs. 60 lakhs. Thus we find that 
between 1924-27 the industry also got supplementary 
protection in form of bounties which including the original 
bounties of the 1924 Act in the aggregate ^vas hot to exceed 
Rs. 256 lakhs, the actual figure coming to Rs. 242 lakhs 
only. 

The Steel Protection Act of 1924 was to come to an 
end on 31st March, 1927. - The Tariff Board, therefore, 
carefully examined the position of the industry' in 1926 
and recommended continuance of protection for a further 
period of 7 years. The Board did admit that as a result 
of the first measure of protection the industry had progressed, 
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but in vie-w of the exchange fluctuations in Europe, \vhich 
were expected to continue, as well as of the formation 
of the continental Steel Cartel foreshadowing a more 
organised competition from continental goods, and the 
grant of a rebate by British manufactures to those who 
purchased all their steel requirements from them, it was 
clear that the industry could not dispense 'ivith protection 
altogether. Accordingly a bill was passed in 1927 which 
came in force from 1st April, of the same year. Basic 
duties ^vere fixed in case of British goods whereas an addi- 
tional duty was to be le\ded in some cases on non-British 
goods. This was the most objectionable feature of the 
Act as it amounted to giving preference to the British goods 
from the backdoor. There was much protest against this 
but to no purpose. 

In 1932 an important event took place in the fiscal 
history of the country in the form of the Ottatva Agreement. 
At the same time a supplementary agreement regarding 
iron and steel industry . took place (September, 1932J 
between the Tata’s and the British manufacturers which 
was based upon the provisional understanding arrived 
at between the Indian Delegation and the British Delega- 
tion at Otta^va. As a result’ of these agreements import 
duty 'on galvanized • sheets from non-British sources was 
fixed at Rs. 83 per ton, while on sheets imported from 
Britain \vas reduced to Rs.-^ 53 per ton if the sheets were 
made of non-Indian steel and Rs. 30 if made of Indian 
steel. ■ The British manufacturers were to use Indian 
Steel as much as possible for manufacturing galvanized 
sheets subject to a montlily maximum, and the imports 
of sheet were to be regulated according to Indian demand. 
Tliis agreement between the company (Tatas) and British 
manufacturers expired on March 31, 1934. This agree- 
ment to send sheet bars to England to be manufactured 
there into galvanized sheets was harmful to the develop- 
ment of the industry as a whole. 
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The Steel Prolecuon Act of 1927 was to end in Marcli, 
1934-, bvit it Nvas extended to 31st October, 1934, In the 
meanwhile the Tariff Board again examined the position 
of the industry' in 1933. The recommendations of the 
Board were given effect to by the Iron and Steel Duties Act, 
1934 which came ,into force from 1st November, 1934. 
Under this Act the protective duties were consideralily 
reduced in certain important cases and the resulting 
fall in custom’s revenue was decided to be made up by 
imposing an excise duty (Rs. 4 per ton) on the home pro- 
duction of steel ingots and a countervailing duty, in 
addition to the protective duty, was levied on all imports 
of protected steel. The protection, it was decided, 
would continue upto the year 1941. 

We have traced, in brief, the history of protection 
granted, to the iron and steel industry from time to time. 
And our conclusion is that though the protection has been 
halting and various other handicaps as an unsympathetic 
railway rates policy, and Government of India’s rail- 
purchase policy, differential duties in line with the 
Ottawa scheme and die later imposition of excise duties 
on steel ingots accompanied by countervailing duties on 
imports which hit the internal demand, have come in 
the way of smooth development, the industr)', however, 
has achieved an all round progress to which different 
Tariff Board reports have borne unequivocal testimony. 
Reduction in works cost has taken place, efficiency and 
technical equipme^it of a high order has been aimed at 
and achieved, Indianisation has been carried on and last 
but not least the industry has been able to finance develop- 
ment practically entirely out of its, earnings and deprecia- 
tion fund. It is the result of all these things that out of the 
total consumption of those kinds of steel which Tatas 
manufacture, their share was 76.2% in 1937-38. And 
all this was in spite of the difficulties that the industry 
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faced after the last war owing to post-war ^depression first, 
and the world-depression of 1929 afterwards during which 
time a number of other troubles as of exchange-deprecia- 
tion, monopolist competition from abroad and dumping 
had also to be reckoned with. It is only in recent years 
that there have been good times for the industry. The 
world-wide campaign of rearmament and the breaking 
out of the world-war in 1939 have given great encourage- 
ment. On the one hand there has come about an- increase 
in the demand and on the other foreign imports have 
been reduced. The political disturbances in 1942 resulting 
in labour strikes affected the industry adversely. 

The development of iron and steel industry is 
important not only from die point of view of its being an 
important basic industry, but its progre'ss has also encou- 
raged the establishment of a number of other subsidiary 
industries in the country. The Triplate industry, . the 
tvagon industry, and wires and wire-nails industry are 
only a few examples. It is due to the iron and steel industry 
at Sakchi (Jamshedpur) that it and the surrounding 
territory are developing into a “veritable beehive of modern 
industries.” 

The above description about the prosperity of the 
industry, however, should not blind us to the -fact that 
in the scheme of world production, India is still a very 
obscure country. This backwardness is especially notice- 
able in the field of steel production. India suffers from 
no inherent disadvantage either in respect of raw-material, 
labour, or fuel which makes the development of the indus- 
try difficult. Still the backwardness of the country is a 
hard fact which can be explained only on the basis of 
India’s general industrial poverty. The growth of iron 
■■ and steel industry in future, therefore, to a very great extent 
will be detea-mined by the general progress that India 
makes in 'the field of industrialization. 
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Coal Industry The coal industry is one of the 
most important basic industries in tlie country and its im- 
-portance in the country’s industrialization is great. The 
industr)' came into e.\istcnce in the second half of tlie 19th 
century to supply the demand for coal arising from railway 
construction. During the last world-war and the post- 
war years specially the period 1917-21 the industry made 
remarkable progress. Besides meeting the internal demand, 
Indian coal was exported to foreign markets also, in 
Colombo, British Malaya, and East Indies. Prior to the 
reference of the ease of the coal industry to the Tariff Board 
in 1926, the industiy was, however, adversely threatened 
by a number of factors : (/) Raihvays which ^\’crc the 

chief consumers of the coal in India had started their own 
collieries and purchased coal in the market only when the 
prices were low. (?7) Growing use of electric power and 
oil for motive power curt^ailed the demand for coal in 
Bombay. {Hi) The export situation was deteriorating. 
The exports of coal began iii the five years ending, 1900 
and in the decade ending 1915 the annual average of 
exports was about three quarters of a million tons. Due 
to shortage of shipping, war years experienced a decline 
the lowest point being touched in 1918 with 74,000 tons 
only. The end of the war helped the recover)’’ which was 
rapid, the figure for 1920 being' 1,224,750. tons. This 
created railway congestion and the Government of India 
prohibited exports except in certain cases. The restric- 
tions on export were not finally removed till ‘January, 
1923. In the meanwhile sufficient harm was done to our 
export trade in coal, {iv)- Another difficulty facing the 
coal industry of the' counti-y was the competition in the 
home market of the bounty fed South African coal. In 
the overseas markets also the South African coal was 
successfully introduced during the period, 1920-23. The 
competition of foreign coal . was greatest in Bombay as well 
as in Karachi. The main '‘complaints against our coal 
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Avere two, quality ^vas inferior, and price ^vas higher. 
Before appointing a Tariff Board, the Government set 
up a special committee (The Indian Coal Committee) to 
examine the technical aspects of the industry. In brief 
the committee’s conclusion was that Indian coal should 
improve both in quality and price and made certain re- 
commendations to achieve this t^v•o-fold object. The 
appointment of a Coal Grading Board was suggested to 
classify the different seams at Indian collieries, to prepare 
a grading list and grant certificates of shipment, and the 
suggestion was given legislative effect in 1925. .Similarly 
to reduce price tlte committee recommended avoidance of 
stacking, reduction of four annas per ton in river dues, 
and increase in the rebate on railway freight from 25 to 
37| per cent, on certified export coal. To the collieries 
included in the grading list pf the Grading Board the 
above facilities granted by die railway companies and 
Port Trust audiorities. These measures have resulted in 
restoring to Indian coal its foothold in foreign markets in 
recent years. 

The quesdon of protection was referred to tlie Tariff 
Board on 30tli September, 1925 and in 1926 the Board 
concluded its enquiry. The committee unanimously 
decided against the grant of protection, but regarding tlie 
imposition of a countervailing duty on South African coal 
there -was a difference of opinion. Mr. P. P. Gin walla 
in his minority report recommended for a countervailing 
duty of Re. 1-8-0 per ton on South African coal. The 
Government, hois'ever, did not accept this view. 

IVith the commg of the trade depression and the 
consequent fall in internal consumption, prices suffered 
a decline which affected the industry adversely. The 
industry continued to be in a depressed condition till the 
end of 1936. The demand for coal was less than the im- 
mediate productive capacity and over-production thus 
. ■ ■ 22 
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created was responsible for depressed prices. Only by 
the end of 1936 the position took a turn for better. In 
1938, the latest year for which figures arc available, total 
productipn of Indian coal rose to about 283 lakh tons, 
the highest figure yet recorded. The previous peak figure 
was in 1930 at about 238 lakh tons. 

The present world-war has not been able to stimulate 
conditions in the coal industry which remains depressed 
even to-day in spite of the fact that it is a vital material and 
the coal prices experienced a mild rise from July, 1941 
which became very marked from November, 1942.’*' 
Shortage of labour and political disturbances in 1942-43 
also hampered the industry. 

An important problem concerning our coal industry 
that has come in the front in recent years is about the 
conservation of our coal resources. The Director General 
of the Geological Survey, Sir Lewis Fermor, gave a 
■warning in 1936 that within a hundred years India’s good 
quality coal would be exhausted. In October, 1936 the 
Government of India appointed the Coal Mining Com- 
mittee which in its report of May, 1937 has suggested the 
conservation of all good quality coal through legal measures, 
the minority of the committee even suggested the nationa- 
lisation of the industry after compensation to present 
owners. In the opinion of the committee, stowing was 
the best means of conserving coal. The recommendations 
of the committee were embodied in the Sand-stowing Act 
of 1938 and in the amendments to the Indian Mines Act 
which provided fpr the establishment of a Statutory 
Board to collect the cess on coal to be employed in sand- 
stowing measures. 

Engineering Industry It is also one of the basic 
industries which depends for its raw-material on iron and 
steel industry. The engineering industry covers the 
♦Eastern Economist Vol. I. No. 21. Article by P. C. Jain. 
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operations of steel forging (a process of heating and 
haffifhering,- distinct from another process known as 
rolling, by -ivliich raw steel is finished) and all processes 
of fabrication such as painting, machining, drilling, rivetting 
etc. by which rolled steel is adopted to its final purposes. 
Machine and tool making industry also conaes in this 
categoiy' as do many others. 

The effect of granting protection to the iron and steel 
industry naturally, was to increase the price of the raw 
material of engineering industry. Therefore the Steel 
Industry' (Protection) Act of 1924 also accorded protec- 
tion to die engineering industry by imposing 25% duty 
on fabricated steel excluding a few articles as steamers, 
boats and most of the vehicles. A specific duty (Rs. 40 
per ton) was levied on spikes and tie bars. These duties 
continued upto 1927. 

In 1926-27 the Board again examined the case of the 
industry which pressed for increased protection. But 
die Board did not agree and recommended a reduction 
of duty from 25 per cent, to 17 per cent, ad valorem and 
the imposition of an additional duty of Rs. 13 per ton on 
all fabricated steel imported from countries other than 
U.K. The Government accepted these recommendations. 

The years of ^vo^Id depression fi-om 1929 onwards 
were the years of* difficulties for the industry. The indus- 
try suffered from excess capacity. The Tariff Board in 
1934 therefore proposed a duty of Rs. 40 per ton on im- 
ported fabricated steel “irrespective of the country, of 
origin” to protect it against unfair competition. The 
Board also pointed out the necessity of . encouraging the 
industry by increasing the demand for its products which 
could be done by adopting a liberal public works programme 
by the Government as ivell as of reorganising the industry. 
The Government, however, did nothing in the matter. 
The trade recover)' of the recent years in the constructional 
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industries all over the world helped the industry to some 
extent. The coming of the w’ar has been a further en- 
couragement. By the end of 1941, 100 firms had been 
licensed to manufacture machine-tools and a number of 
simple types of tools and machinery.* In respect, of 
fabricated steel India has become almost self-sufiicient. 
But this should not mean that there is no room for future 
progress. Our sclf-sufiiciency is a mark of our indus- 
trial backwardness and lack of sufficient demand. Greater 
and greater industrialization of the country would in- 
evitably result in increased demand for engineering works 
also. Then-our dependence on foreign macliincry is too 
well-known to need an emphasis. This is a great handi- 
cap to our industrial growth. There is sufficient room, 
therefore, for the development of engineering industry of 
varied type in our country^ but without a forward policy 
on the part of the Government the chances of such de- 
velopment cannot be very bright. So far the attitude of 
the Government has been discouraging even in war time. 
Now it is reported that the Supply Department has drawn 
a scheme for the manufacture of liigh grade machines in 
India. 

Chemical Industries ; — All manufacturing indus- 
tries use chemicals at one stage or another. Therefore 
the importance of chemical industries as key industries 
is great. They are important, however, *from the point of 
view of national safety also, as they are used in the manu- 
facture of explosives etc. Chemical industries can be 
divided iiitp two categories : (i) Heavy chemicals of 

which .the two most important groups are (a) sulphuric 
•acid and the chernicals based on it as nitric acid, hydro- 
chloric acid, zinc chloride, copper sulphate etc., and 
{b) the various forms of soda and the compounds based on 
them which make the Alkali group, ^(h) Otlrer chemicals 
in the production of which the heavy chemicals are used. 

f Incjustrialisiation ; O. U. Pamphlets on India. ■ 
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In spite of the availability of a large number of the 
ra^v materials 'of the industry prior to the last war only a few 
chemicals ^vere produced in India in very small quantities. 
The last ivar by shutting out foreign imports and making 
local, production profitable gave an impetus to the industry'. 
At the time of the Tariff Board Enquiry' in 1928-29 there 
w'as practically no production of the hea\y chemicals of 
the Alkali group but recently there have come on the scene 
two companies, the Imperial Chemicals Ltd. and the Tata 
Chemicals Ltd., for die manufacture of soda ash, caustic 
soda, and eventually of other allied chemicals. The 
greatest, success, however, so far has been achieved in the 
manufacture of sulphuric acid which is most important 
material for die production of other chemicals. The 
present Avar has again gh’^en a great fillip to the hea\y 
chemical industry' in the countrA^ A number of factories 
has been established and they are producing suphuric acid, 
s)Tithetic ammonia, caustic soda, bleaching poAvder, bichro- 
mites, soda ash, liquid chlorine and hydrogen. It is 
expected diat enough soda ash and caustic soda Avill be 
produced for India’s internal needs. Bengal is an import- 
ant centre of production. The GoAemment haA-e also erected 
a plant for the manufacture of supertropical and tropical 
bleaching poAvder. In die drugs industr)'^ also a most 
rapid expansion has^ taken place and more than 75 per cent, 
of the drugs formerly imported are noAv produced Avithin 
the country.* 

The question of protection to the hea\^^ chemicals 
arose for die first time in 1928-29. After the last Avar the 
industry'' Avas faced Astith foreign competition Avhich in this 
case as in otiier cases Avas also aggraA^ated by exchange 
difficulties. The same problem of surplus capacity Avas 
there in this ' industry as in many others. Thd case Avas 
'^therefore, referred to the Tariff Board in 1928-29 Avhich 


♦O^U. Pamphlets on India. 
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j'ustificd the claim af liic industry t<? protection. But as 
the Tariff Board was struck with the defective organisa- 
tion of the industry, which was on the. same scale, and did 
not want to perpetuate it but rather wanted to replace it 
by Ihr^e scale production it recommended a very moclefafd 
^cale of protection in form of specific duties excepting three 
acids (Sulphuric, Nitric, Hydrochloric) for which an ad- 
valorem duty was recommended. The Board also recom- 
mended bounty for the manufacture of super phosphate 
which is used as an artificial manure and further advised 
reduction of railway rates also. The Government, however, 
did not accept the Board’s recommendations about railway 
freight or bounty to superphosphate but passed the Heavy 
Chemical Industry (Protection) Act on 1st October which 
Was to last upto 31st March, 1933 and which provided 
for protection to the industry at rates proposed by the Board. 
Only in case of magnesium chloride the period was to last 
upto 31st March, 1939. When the Act -expired on 31st 
March, 1933 the duties were allowed to lapse. Chemicals, 
therefore, are at present subject only to revenue duties of 
25 to 30 per cent, with preferential duties of 20 and 15 
per cent, in some cases, on chemicals imported from United 
Kingdom and the British Colonies.* The case of Mag-, 
nesium Chloride was examined by the Tariff Board in 
December, 1937 and as a result protection has been con-' 
tinued at a reduced rate and the period is extended to 31st 
March, 1946. In 1942-43 the Government further imposed 
an all-round customs surcharge of 20 per cent, on existing 
import tariff which meant a further advantage to this as 
to all industries facing competition of foreign imports. 

The above survey of the Government’s policy towards 
the heavy ^ chemical industry is an' indication of the great 
indifference she has always displayed towards our indus- 
trial development. The importance of chemical industry 
in a modern nation has already bpen pointed out. India 

* Indian Fiscal Policy, Adarkar, 
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possesses, as the Tariff Board Report of 1928-29 veiy ably 
demonstrated, all the advantages required for the develop- 
ment of the industry. The handicap in the supply of sul- 
phur that India suffers from is also not such as cannot 
be overcome.* It can be imported from abroad in times 
of peace as is done by a large majority of countries like 
Britain and Germany; and in times of war it can be re- 
placed by synthetic ammonia for the preparation of explosives. 
Then sulphur can be produced at a somewhat higher 
cost, if it is thought so necessary. Therefore, the one 
hinderance in the way of the industry has been lack 
of support from the Government. It is right that in recent 
years expecially under impetus, the industry has got a 
fillip. But one very disquieting feature of this develop- 
ment is that the industry is dominated largely by a British 
concern, the Imperial Chemicals Ltd., to which the Govern- 
ment of India have handed over on lease for a long term 
of years the Dundot area in the Punjab where salt, lime- 
stone, coal and cheap hydro-electric power from Mandi 
hydro-electric mains would be available. Thus the 
development of Indian industry will be further thwarted 
by this foreign concern. Only a foreign Government can 
afford to so criminally neglect the claims of home industry 
and only a national Governpient would be in a position 
to right this and many similar tvrongs. 

Leather and Tanning Industry: — India is an 
important producer of hides and skins. The term ‘hides’ 
is used for the skins of cows and buffaloes and ‘skins’ for 
those of goats, sheep and other smaller animals 'in com- 
mercial terminology. Because of the religious suscepti- 
bilities of the Hindus in the matter of killing cows and 
buffaloes, hides are generally derived from dead cattle. 
Skins, hotvever, come from goats and sheep that are killed 
• for mutton. Naturally in quality the latter is superior to 

* Other ra\\- materials, as coal, salt and various metalliferous minerals, are 
obtainable in abundance in India. 
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the former. It is estimated that normally India produces 
20 million cattle hides, 3.5 million buffalo hides, 22 milion 
goat and 3.5 million sheep skins a year.* 

Before the last world war India exported large quanti- 
ties of hides and skins to foreign countries, the former found 
large ^ demand in Germany and Austria-Hungary in 
addition to United Kingdom, U.S.A. and Italy while the 
demand for the latter mostly came from U.S.A., U.K. and 
France being the other important importmg countries. 
The situation has undergone much change thereafter. 
Of the total output of India’s raw hides and skins it is esti- 
mated that from 50 to 75 per cent, of cattle hides and 
about 45 per cent, of goat and sheep skins are now locally 
tanned and the balance exported in raw condition.* 
The development of tanning industry which has made 
great strides since the 1914-18 war and the export duty on 
raw hides and skins imposed in 1919 (which was repealed 
afterwards) are the causes responsible for the reduction in 
exports. 

Tanning industry carried on on indigenous lines 
has long existed in the country. Most of the hides and 
skins so tanned is locally consumed, but a particular variety 
of it, known in the international market as the East India 
tanned Kips and Calf skins, which is half-tanned leather of 
Madras and Bombay, is exported to the United Kingdom 
and from there to other countries. These are retanned 
and finished in importing countries for making shoe upper 
and other varieties of dressing leather. 

The more important development is that of modern 
tanning first introduced by military authorities to manu- 
facture superior leather for harness and other military re- 
quirements. Establishment of a Government Harness 


*Jndian Year 'Bool *1942-43 
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and Saddler)’- Factory at Ga\%'npore in 1860 was a further 
step in tliis direction. Ca^mpore is a ver)’^ important 
centre of the industr)"-, Bombay, Bangalore, Agra, .Calcutta, 
and Madras being the other centres. Babul bark, and 
tlie Soutli African -svattal bark and its extract are the tan- 
ning materials used. 

As noted already tlie last world-%var gave stimulus to 
the industr)\ There took place a great increase in the 
production of East India tanned kips, as well as leather 
products of other sorts including boots for the army. 
Another outstanding feature in the field of modem tann- 
ing since the last %var has been the development of chrome 
tanning whicli enables superior leather to be produced. 
A number of tanneries in Ca-uTipore, Calcutta, and Madras 
are engaged in tlie production of this superior t)’pe of 
leather. There are, hoivever, several difficulties in the -way 
of chrome-tanning in India, such as the highly technical 
processes requiring chemical knoivledge and costly machi- 
ner)% But Indian hides and skins are fit for this purpose 
and hence great development is possible. 

The present war has again come as a boom to the 
industr)^ The demand has greatly increased to meet 
which extended machiner)’^ and a large labour force are 
now being employed. 

A very important feature of modem tanning industry 
in India is that though so far as non-industrial demand for 
leather and shoes is concerned we are almost self-sufficient, 
in matter of industrial leatliers we are far from this posi- 
tion. It is a fact that some progress has been made in the 
production of such industrial leather as ,belting leather, 
picking bands and roller skins etc., still much remains to 
be done. In case of industrial leather also here is much 
room for improvement in quality which" is inferior to 
American and Emopean products. Inferior quality of 
hides 'is one- cause' for this. 


23 
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If the tanning and leather industry has to successfully 
grow in this country, its claim for state protection must • 
be favourably considered. In this connection it would 
not be out of place to suggest that this protection should 
be extended in form of import duties on foreign products 
and not in that of export duties on raw hides and skins 
as was done by the Government in 1919 to protect the indus- 
try in the post-war period. Such an export duty would 
check our external trade in raw hides and skins which 
cannot be replaced by, a correspending amount of ex- 
ports in tanned leather which are taxed in forign coun tides 
on their entiy into them. It was the realisation of that 
fact that the export duty (15% in 1919) was condemned 
by the Fiscal Commission as wrong in principle. It was, 
tlierefore, reduced to 5% in 1923 and preference that was 
made in 1919 to the extent of 10% in favour of British em- 
pire was abolished. The duty was abolished from hides 
in 1934 and from skins in 1935. 

Oil-xniiling industjy It has already been 
noticed in the chapter on Agricultural products, that India 
is a large producer of a great variety of oil-seeds such as 
linseed, sesamum, rape and mustard, groundnut, coconut, 
castor, cotton seed, mawra etc. A large quantity of these 
oil seeds, though in different proportions, is, however, 
exported to foreign countries, and the oil-milling industry 
in the country is still not much developed. 

The importance of having a well developed oil- 
milling industry is from more than one point of vieiv. First, 
c.xporting oil-seeds in raw condition means a great economic 
loss as the country is deprived of the profits and wages of 
tlie manufacturing industry tliat othenrisc would accrue 
to tlie people of our own countiy. Oil cakes that result 
from oil-prcssir.g arc a good source of cattle food as ivell as 
manure and tlris, therefore, is a further, loss to the country 
resulting from oil-seeds e.xports. Lastly, vegetable, oils 
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are required for use in number of manufacturing industries 
as soap and glycerine and also for lubricating purposes. 
The waste and damage of the seed in transit from India 
to importing countries and the expenditure in freight 
are also serious considerations involving considerable loss. 
Hence the need for a well-developed oil-milling industry 
in the country is quite obvious. 

In Ir dia a large quantity of oil-pressir g is done by the 
old and indigenous process of the bullock and the ‘ghani’. 
This system of oil-pressing is not efficient. A large per- 
centage of- oil is left in the cakes vrhich makes them less use- 
ful for either cattle food, or manuring. The quality of oil 
produced is also not -good being highly ’ coloured and im- 
pure and fetching low price. In recent years the country 
has developed oil-miUing on modem lines — either there 
is a power plant or an hydraulic press or the elaborate oil 
mill with efficient equipment of oil-expellers and the like. 
Since tlie last war the oil-miiling industry has received 
considerable attention. And the present war has given 
another great opportunity to the industry, the export trade 
in oil-seeds having declined due to the loss of foreign markets. 
There are . certain difficulties that oil milling industry in 
India has to face. First, oil seeds are admitted duty 
free in foreign countries whereas oil and oil cakes , are 
subjected to a tariff duty. Secondly freight on oil seeds 
is less than tlrat on oils and oil cakes. Thirdly, the Indian 
cultivator has some prejudice against machine-made 
cakes as cattle food or manure. Then last of all the local- 
demand for cakes is not sufficient to consume even all 
the cakes manufactured to-day. Expansion of home 
demand as well as foreign demand would give a 
great encouragement to the industry. The standardisa- 
tion of oils and oil cakes will help the industry in 
finding out foreign markets. .The industry so far has 
made good progress in the production of mustard 
oil, castor oil, groundnut oil and .linseed oil. Private 
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enterprise combined with a sympathetic railway rates 
policy and necessary Government help would certainly 
succeed in placing the industry on a sound footing. 

Paper Industry Hand-made paper which has been 
ihanufacturcd in India since very early times is another 
index of India’s industrial supremacy in the past. In 
many parts of the country the industry still survives and 
tjie All-India Milage Industries Association under the 
leadeiship of Gandhiji has done much to revive this ^indus- 
try as well, as many other indigenous ones. 

But machine-made paper is only a modem phe- 
nomenon in India dating from 1870 in which year Bally 
Mills were started on the Bank of the Hoogly. This venture, 
however, did hot succeed and was liquidated. In 1882 
the well-known Titaghur Mills were established. There 
came into existence near about this time a few other Paper- 
mills also in up country towns, such as Lucknow, Poona, 
Ranigafj, Bombay. The progress that the industry made • 
up to the last world war was, however, slow; foreign com- 
petition being its main difficulty. The last war gave 
them the long awaited opportunity as the foreign supplies 
of .paper were cut short. A new concern called the Naihati 
Mill was established by the Paper Pulp Company Ltd., 
on the banks of the Hoogly in 1918 for the production ’ 
of pulp, and paper from Bamboo. The Karnatak Paper 
Mills '(1927) for making paper, from paddy, straw, and 
bamboo, at Rajamundry, and the Punjab Paper Mills 
Company (1929) were other important concerns floated, 
the latter, however, went into liquidation after working 
fo,r a 'hort period of nine months. Shree Gopal Paper 
Mills and the big factory of the Rohtas Industries Ltd. 
are the two prominent mills recently started. There 
are at present 13 paper mills in the country operating 28 
machines with a total production of nearly 90,000 tons, 
pother, one-machine mill in Hyderabad-Deccan is nearing 
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completion. The quality of paper produced by Indian 
mills to-day is excepted as equal to tliat of most imported 
paper of the same class, and tlie range of qualities has also 
been extended which includes among others coloured 
banks and bonds, embossed covers and writings, imitation 
art and graft and tinted printings. India mills, however, 
do not produce newsprints whole of which is imported. 
Recent enquiries show that Kashmir and Tehri-Garhwal 
states can supply fir and spruce sufficient for the establish- 
ment of news print mill in each of the two states. Tlie 
projects for establishing mills are under consideration and 
the abnormal rise in the cost of machinery and difficulties 
of importing them from abroad in the war time appear 
to be serious handicaps in the materialization of the plans. 
The same difficulties stand in the way of manufacturings 
wrapping paper from a kind of grass found in U.P.,' 
known as ‘ulla’ grass, which recent experiments at the 
Forest Institute have found fit for the purpose. The 
development in this line of industry would substitute much 
wrapping paper imported at present. The present war 
has given great impetus to the industry by increasing the 
demand for the home manufacture and removing the 
foreign competition. Imports of fine paper are prac- 
tically stopped and Indian mills are working to their full 
capacity. Due to increased Government’s war time 
demand, the industry, commerce, and the general public 
is experiencing much shortage of paper. 

In the beginning our industry depended for its raw 
material on a kind of grass kno-ivn as 'sabai’ grass which 
grows abundantly in Northern India. Indian wood 
has not yet been used to make paper and wood-pulp is 
imported. For cheaper kinds of paper, rags, hemp, jute 
waste and wastepaper are used. In latter years ‘sabai’ 
grass as a raw material has. yielded place to bamboo 
which is easily available in Bengal, ■ Orissa, and South, 
West India. Bamboo is expected, to show good, prospects 
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in future also. Hence the difficulty in the way of paper 
industry is not going to be that of raw-material. The real 
handicaps are : high cost of chemicals, heavy transport 
charges for coal, and severe foreign competition from 
Scandinavia, Germany, U.K. Austria, Japan and U.S.A. 
which disadvantage the war has, however, at least tem- 
porarily minimised or rather practically removed. The 
limited demand in India due to prevailing illiteracy and 
the lack of general industrialization of the country is a 
more fundamental difficulty in the way of the industry. 
Before, however, we discuss the future prospects of the" 
industry, let us take up the question of protection to the 
industry. 

When in. the post-tvar years the industry had ’ to 
again face tlie cut-throat competition of foreign paper, 
it applied for protection in 1924 and on the recommenda- 
tions of the Tariff Board, which reported in 1925, the 
Bamboo Paper Industry (Protection) Act, 1925, was 
passed giving effect to the proposals of the Board. The 
Tariff Board had laid great emphasis on the development 
of the bamboo section and hence it recommended protec- 
tion for it only. A uniform specific duty of one anna per 
pound on all writing and printing paper was imposed for 
a period of seven years. The Government of India, however, 
rejected the Board’s recommendations for the grant of 
financial assistance to paper manufacturing concerns. 
In 1931 the Tariff Board again went into the' question 
df - protection to the industry and recommended its con- 
tinuance to save the industry from imported wood-pulp 
whose prices had fallen considerably. The Board viewed 
this as a hinderance in the way of the development of 
bamboo paper industiy in the country. The, Bamboo 
Paper Industry ’ (Protection) Act, 1932, was passed which 
was to remain in- force upto 31st March, 1939,. The 
old duty at- the rate of one anna per pound was continued 
and a new- duty of Rs. 45' per ton on wood pulp'was further 



183 


. CtlAt>TER JiS 

imposed. These duties Avere subject to the additional 
surcharge of 25% imposed by the supplementary Indian 
Finance Act of 1931. By a notification of 25th Jime, 
1938 tlae surcharge was removed by the Government. 
Finally, it was in 1937 tliat the Tariff Board again examined 
tlie claims of the industry to protection and reported that 
the withdraVval of protection would be disasterous to ne^v 
mills, and cheaper imports of wood pulp, would force the 
grass paper mills to give up grass pulp and take to wood 
pulp for production of the finer qualities of paper. It 
therefore, reocmmended continuance of protection. The 
Government accepted it but not at tire rates suggested by 
the Board nor it thought the continued use of grass pulp 
as good and hence as deserving protection. The Indian 
Tariff (second Amendment) Act of 1933 imposed an 
ad valorem duty of 25 per cent, or Rs. 30 per ton whichever 
is higher on imported pulp which ■would protect the 
bamboo pulp at the lower prices and not grass pulp 
at the higher, and reduced the protective duty on paper 
to 9 pies per lb. or 25 per cent, ad valore a. The period of 
protection was fixed at 3 instead of 7 years. 

Gomirg to the future, it is a fact that the present war 
has given a great fillip to the industry and there is 
shortage of paper in the market, but ^vith the cessation of 
war the situation is bound to undergo a change and 
foreigners ^vould tr)^ to compete ■v\uth the home producers. 
Even at present shortage of coal, chemicals and essential 
raw-materials has put obstacles in the way of the 
industry and production in 194-2-43 has declined by 29 
per cent, in comparison to the previous year. It is, there- 
fore, highly necessary that taking advanatge of the present 
favourable position the industr)'^ should put its own house 
in order in matter of reduction of costs, accumulating 
reserves, adopting new methods of production, etc. 
Another requirement of the industry is:-ihat new 'lines of 
production must be chalked out as the market for the 
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protected varieties of paper does not afford any great 
chances of further expansion. .Besides this it is also very 
necessary that the Government of India takes more in- 
terest in the development of the industry, e.g., in the matter 
of cpnducting proper research to find out raw material 
for the industry in the vast forests of the country or in the 
matter of adopting an active policy of afforestation for 
the purpose. Similarly a helpful freight policy as well 
as power policy would be of great advantage in encourag- 
ing the ‘bamboo’ paper industry of the country. Pro- 
tection should be limited not only to paper that is already’ 
manufactured but also to new lines so as to help their pro- 
duction. So far as raw material is concerned there can 
be no dearth of it in India which ranges from bamboo too 
jute and hemp waste, sugar-cane baggase, various grasses, 
rags and wastepaper. The importance of these raw 
materials increases all the more because mechanical wood- 
pulp is expected to exhaust in near future. Thus the 
prospects for the industry on a long run basis are bright 
provided required care and thought given to it. 

Match Industry The rise of match industry in 
India is a very recent phenomenon in the industrial history 
of the country, the whole development having taken 
place after 1922 when the existing revenue duty was doubled 
to Rs. 1-8-0 per gross boxes. Before this time the only' 
successful match factory working in the country was the 
Gujrat Islam Match Factory at Ahmedabad started in 
1895. A very important event in the field of this indus- 
try has been its domination by -the Swedish Match 
Company which is a combine of several Swedish Com- 
panies formed in 1917, It is a very powerful combine 
of international ramifications and it started its own fac- 
tories in India also during' 1924-26, thus getting the 
advantage of the high tariff imposed in 1922, The com- 
petition' of the Swedish Match Company with the ' 
Indian ■ match' industry both" from Swedish imports' as 
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^vell as internal production by S^\'edish factories has been 
a constant menace to our national interests. And it was 
primarily to safeguard the Indian interest agamst the 
S»vedish combine that the former made a demand for 
protecting the industry. The Tariff Board took the matter 
in hand in October, 1926 and reported in 1928. The 
Board recognised the need for protection on two grounds — 
the imports by S^vedish Match Company on uneconomic 
prices and the existing prejudice against Indian matches. 
It, therefore, recommended that the existing revenue duty 
of Rs. 1-8-0 should be converted into a protective duty and 
in pursuance of these recommendations the Match Indus- 
try Protection Act, 1928, was passed which, in addition 
to tlie Rs. 1-8-0 duty, also converted the then existing 
import duties on undipped splints (4.^ annas per lb.) 
and veneers (6 as. per lb.) into protective duties to make 
the protection effective. The supplementary budget of 
1931 enhanced tliese duties by- a surcharge of 25%. In 
1934 again an excise duty on home production ranging 
from Re. 1 per gross of boxes to Rs. 2 per gross of boxes 
varjdng with tlie number of sticks but containing on an 
average not more tlian eighty was imposed and tlie 
rate on alh otlier matches ivas fixed at 4 anhas for ever>^ 
1,440 matches or' fraction tliereof. The rates of customs 
duties ivere also revised so that the amount of protection 
to tlie industiy may not be changed. These duties were 
made free from 1931 surcharge. There is no doubt that the 
measures of protection led to an enormous development 
of the industry. The imports of matches have considerably 
fallen and India has been almost self-sufficing in tlie 
manufacture . of matches. But the chief purpose for 
which protection was asked for, tliat of protecting tlie 
Indian concerns against the Sivedish ones, has not been 
fulfilled, and tlie Swedish Combine lias brought tlie 
Indian match industr)’ in its “vicious octopus-like "grip.” 
By folloiving a policy of ruthless rate-ivar and expanding 
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its output capacity, the Swedish Company has made: the 
position of Indian manufacturers very intolerable. And 
if the future of the Indian industry has really to be 
assured, it is essential that tlie Government of the country 
takes some effective step to protect the industry from 
such a throttling non-Indian competition. Because it 
must be remembered that otherwise the match industry 
in India has the advantage of a large home market, Indian 
labour has been proved to be not only cheap but also 
efficient and so far as raw-material is concerned a large 
number of species of trees in Indian forest is suitable for 
the manufacture of splints or match boxes. The exist- 
ing supply of wood also can be augmented by plantation. 
That aspen wood has to be imported is also no -difficulty 
because it is a peculiarity of the match industry that no 
country in which matches are made is self-supporting in 
regard to all or most of the raw materials required. 
Therefore, even at the risk of repetition, it must be asserted 
that the future of the industry wholly rests upon what the 
Govermjient is prepared to do to extricate it out from the 
present entanglement into which foreign competition both 
from inside as well as outside has thrown it. 

Glass Industry The Glass industry in India is 
an ancient one existing centuries before Christ. - According 
to Sir Alfred Chatterton, the industry was well established 
in 16th century producing mainly bangles and small bottles 
though quality of the material was poor. . Attempts to 
start the industry on modern lines were made in the nine- 
ties of the last century but all of them failed. During the 
period of Swadeshi movement also, a number of -glass 
factories was established though only a few of them 
survived. It was only the last world war that gave an 
impetus to the industry. In its present stage the industry 
takes two different forms — (i) Indigenous cottage industry 
which., though spread over several parts of the country is 
mostly concentrated round Firozabad and mainly pro- 
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duces cheap bangles, (ii) The factory industry is turning 
out better quality of bangles, lamp chimneys, globes, 
~ tumblers, jars, bottles etc. The chief centres of produc- 
tion being the United Pro\dnces, (Allahabad and Naini), 
Calcutta, Bombay, Jubbulpore, Ambala and Lahore. 
The present ^var has given further encouragement to the 
industry and many ne\v glass factories have been established 
in the U.P. ^vhereas before the Avar only a quarter of the 
countr)'’s requirements Avas met by home production, noAV 
half of^he requirements is met m this Avay. Production 
of glass tubes, surgical and laborator)’’ requirements 
has shoATO marked increase . In 1938 tire Government of 
the U.P. established a Glass Technology section under a 
Glass Technologist Avhich has done much useful Avork in 
improAong the industry and introducing better methods 
of production and ncAV lines of manufacture. One natural 
consequence of the groAvth of glass industry in the country 
has been a fall in imports specially of cheaper varieties 
of lampAvare, table Avare, bottles and phials. In the field 
of bangles for some years the competition of the Japanese 
‘reshri’ bangles Avas somcAvhat severe, but tlie factoiy 
indus^'^ has successfully eh'minated the Japanese imports 
also by producing better quality of bangles. Since the 
outbreak of the Avar Firozabad is in full control of the bangles 
market. In scientific glass Avare and sheet and plate glass 
the foreign competition is important, Avhile in 1938-39 
the A'alue of the glass-imports came to 125 lakhs, in 1940-41 
it came doAsm to 86 laklis only. There Avere 101 glass 
factories operating in the countr>' in 1942-43*. The import- 
ance of Japan as competitor in the foreign market had 
increased in later years, her share being 49.2 per cent, in 
1939. 

The question of protection to the industr)' Avas re- 
ferred to the Tariff Board in October, 1931 Avhich reported 
in 1932. The Board after a thorough examination of the 


*IndiRn Year Book 1942-43, 
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whole problem from the various point of view as of raw 
materials, labour, and market recommended protection 
for the industiy for a period of full ten years. Protective 
duties were suggested on sheet and plate glass, bangles, 
beads and false pearls, and glass and glass ware of other 
kinds. The Government of India did not announce its 
decision till 1935 when it announced that the industry 
did not deserve to be protected as there was an absence of 
an indigenous supply of soda-ash which is one of the 
raw materials for the industry. The Government, however, 
decided to grant a concession to the glass industry by way 
of rebate on the import duty of soda-ash. The whole of 
the duty was to be refunded in case of British or Colonial 
imports and the excess of over 10 per cent, advalorem 
in case of non-British imports used by Indian glass 
manufacturers. The concession was originally granted in 
June, 1935 for three years but since then it was further 
extended twice, each time for a period of two years. 

The action of the Government in refusing protection 
on the one hand and granting rebates on imports of soda- 
ash on the other has been subjected to much, justifiable 
criticism.' The question of soda-ash was fully examined 
by the Board which laid down its conclusion in the. matter 
in the most unambiguous terms in the following words. 
“We hold that the fact that the Indian glass industry is- 
now dependent on imported soda-ash" does not invalidate 
the claim to protection, especially when there is reasonable 
prospect that the manufacture of the material in India 
will be resumed almost immediately.” After these 
tvords were written, the country has begun to produce 
soda ash the absence of which was not the result of the 
absence of- any basic materials required for the produc- 
tion of soda-ash but of the non-existence of the alkali 
industry in India. It should be clear that in view of the 
fact that the Indian industry enjoyed advantages in res- 
pect of supplies of cheap sand, fuel,. labour and extent of 
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market the refusal of the Government to protect the Indus- 
tr)f against the findings of an expert body of the GoX'ci'n* 
ment itself and on the ground that another industry did 
not c ist, -was most condemnablc. Secondly, the grant- 
ing of rebate on the import duty on soda-ash is bound to 
act as a hinderance on the development of the soda-ash 
industry itself. The future of the glass industry', there- 
fore, demands that the Goveniment may examinp the ^vhoIe 
position anc^v and grant protection to tlie industry so that 
the gains Avhich the industry has made m the present war 
may not only be preserved but also furthered. There is 
no doubt that given the necessary assistance from tlie 
Government, tlie industry has all the chances of a sound 
and bright development. 

Cement Industry : — ^Though tlie manufacture of 
cement in our countiy dates back to the' year 1904 when 
a local company in Madras began the work, but till the last 
world war the industry ivas practically undeveloped. It 
was only during 1912-13 that three more companies, one 
at Porcbaiider in Kathiawar, another at Katni and tlie 
thh'd at Bundi in Rajputana, ivere formed. The ivar 
and the post-ivar boom gave a great opportunity to tlie 
industry for de\'elopment which ivas at a rapid pace. 
Several neiv companies were floated, production increased 
and imports registered a fall, though the fall was not \-er)' 
appreciable cxcepthig die war period ^\’hen imports ivere 
difficult. The total Indian production in 1914 was 1000 
tons is'hich increased to 2,64,000 tons in 1924, the 
corresponding figures for imports in the two years being 
1,(6,000 tons and 1,24,000 tons respectively. This 
shoivs that there took place a great increase in the con- 
sumption of cement ^vhich was met by increased home 
production. The quality of Indian cement was quite 
good. This prosperity of the new industry^ ivas, ho^ve^'er, 
checked in 1924 idien it was faced with internal as \vell 
as external competition, the latter particularly from United 
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Kingdom. The industry naturally applied for protec- 
tion on more than one ground. The industry was of 
national importance, it suffered from an unjustified pre- 
judice from the home consumers, as also from foreign 
Imports which stood in its way of increasing the output 
and reducing the cost as a result thereof, and lastly it was 
claimed that the industry satisfied all the conditions 
necessary for protection. The Board began the exami- 
nation of the case in 1 924 and submitted • its report 
in 1925. It admitted that the industry' had the 
natural advantage in respect of raw material as lime- 
stone, suitable clay, of labour — as the supply of labour was 
plentiful and cheap and the required skill can be acquired 
by Indian workers easily, and of market so far as tile up- 
country market was concerned. It, however, recognized 
that half of the rnarket lay in the two port towns of Bombay 
and Calcutta where the Indian producers ^verc severely 
handicapped. Another difficulty of the industry was 
of fuel which was to be brought from distance which made 
its cost high. The Board also emphasised that the indus- 
try suffered from excess capacity and its need was a lower 
price to encourage consumption which protective duty 
would fail to do as price was regulated as a result of internal 
competition. The Board, thvrefore, did not think the 
imposition of import duties proper and recommended a 
system of bounties on cement consigned to the ports or 
to railway stations within a specified radius of these ports 
provided the payment of bounties did not lead to a reduc- 
tion in the price of Indian Cement in relation to the price 
of imported cement. The Government, however, refused 
to adopt these recommendations on the ground that the 
difficulty of the industry was internal. Thus the whole 
question came to an end and the industry was left in a 
gaping condition; 

The cht-throat competition amongst, the home pro- 
ducers could not continue ultimately and after preliminary 
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attempts at a joint control dating from 1926, a great step 
was taken in 1935 when mainly due to the efforts of Sh' 
F. E. Dinshaw tire cement merger of 10 principal com- 
panies came into existence imder the name the Associated 
Cement Companies Ltd. This has improved the technical 
and commercial organization of the industry. But the 
opening of new works of the Dalmia Cement Ltd. in Sind 
and other provinces has again started a war of competi- 
tion. 'War time increases in die price of steel and the 
slackening of building activities have also adversely affected 
the demand for cement in the country. But on the other 
hand demand for outside markets has arisen and there also 
exists a promising field for the use of cement outside tlie 
building. The most important factor in the development 
of cement industry however lies in the ceasing of internal 
competition. On the whole, however, the industry has 
achieved Continuous progress since 1930. The imports 
in 1938-39 were of 10 lacks of rupees only which came 
dowr to 5 lakhs in 1940-41. The future of the industry 
depends upon a progressive programme of public works 
and tlie development of other industries in the country 
both of which pre-suppose active co-operation of the 
government. The country has become almost self-supporting 
in respect of her cement requirements and increase in 
demand bodi outside and inside tlie country is necessary 
for furdier expansion of tlie industry on sound and rational 
lines. 



CHAPTER XXI. 

COTTAGE INDUSTRIES. 

From, times immemorial India has been a land of 
cottage industries and agriculture. Besides rural indus- 
tries such as oil pressing, sugar and Gur making, etc., there 
were prosperous urban handicrafes producing fine textiles,’ 
arid other luxuries for the courts, the rich classes and for 
export. Cotton weaving, silk manufactures, embroidery, 
woollen shawls, carpet, blankets,- and pattu etc. metal 
working, stone carving, enamelled jewellery, ivory carving 
and lacquer work, manufactures of arms and shields, 
carpentry and blacksmithy etc. were organised in work- 
shops as well as in the artisans homes. The artisans were 
a most prosperous class in India and their skill was high. 

But with the advent of British the cottage industries 
in India began to decline. The following were the main 
reasons of their decline in India ; — 

(1) The absence of court patronage '. — The Moghul 
Emperors and their nobles with a large army of courtiers 
provided the main demand of these art and luxury industries 
and therefore with the breaking up of the. Moghul Empire 
and establishment of British power the patronage of the 
courts to these industries vanished. 

\ 

( 2 ) Adverse f 01 eign injhience : — The new class of edu- 
cated Government employees was very much affected by’ 
the tastes, dress, and manners of living of the rulers and 
therefore they preferred imported machine made goods 
to home made articles. The disarming of the population 
led to the decay of arms and weapon industry. There 
was 'still some demand from Europeans which helped to 
arrest their rapid decay. But the disappearance of the courts 
ivas a great shock to these industries the adverse affect of 
Nvhich could not be mitigated by this small foreign demand. 
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The Policy of East India Company As has been 
discussed in details in the chapter on Industries the East 
India Company under the pressure of Bridsh Parliament 
actively ^vo^ked for the encouragement of British imports 
at the cost of Indian industries. 


Foreign Competition: — A very important cause of 
the decline of these handicrafts was the Industrial Revolu- 
tion in England and the commercial revolution caused 
by mechanical transport. Invention of machinery, and 
steam engine caused the Industrial revolution in England 
which led to the'' factory development. India ivas opened 
up by rapid consti'uction of railways, roads, and post office 
and telegraph systems. Under these circumstances Indian 
handicrafts could not face tlie onslaught of British 
factories unaided by the State. But tlie State tvas deter- 
mined not to protect them from the unjust competition 
of the imported machine made articles. 


‘Laissez Faire’ policy of the Indian Govern- 
ment “'iATiile the Indian handicrafts were being attacked 
from all sides and their very existence ^^'as at stake the 
Government adopted an attitude of indifference and of 
direct apathy to^vards them. Instead of helping the strug- 
gling industries they encouraged the imported goods to 
capture the home market. No duties were le\ied to protect 
the home industi-ics instead free trade policy ■was adopted. 
The result ivas that the handicrafts declined making the 
Indian Economic Development one-sided, diat is the whole 
country was turned into an agricultural one. 

// VitaUty of Cottage Industries : — There is no 
doubt that the cottage hi’dusti'ies have declined, thb 
artisans once very pi-osperous are living a inost miserable 
life, most of them had to fall back upon agriculture and 
factories to earn their living, unemplo}Tnent among them 
has been acute yet they have shov/n marvellous capacity 
of survuving against such he’a\w odds. Even now the 

25 
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cottage industries in India are not dead. Unorganised, 
old fashioned, devoid of all state assistance and attention, 
labouring under a crushing burden of indebtedness, depen- 
dent on the dealer Tor marketing his produce who exploits 
him to the utmost the artisan still persists and carries on 
his trade. The great vitality shown by some of tlie 
cottage industries attracted the attention of the people 
and the Government alike and recently there has been 
a change of outlook. Economists, and Government have 
begun to feel that the cottage industries if protected, 
developed and properly organised can play an important 
I'oll in the economic structure of this country. This is a 
happy sign that the importance of cottage industries is 
being recognised so that in the future economic planning 
they expect a better treatment at the hands of the state. 

// Classes of Cottage Industries In general tlicre 
are four classes of cottage industries (1) Those that rcqvtirc 
a high degree of skill as carving, lacquer and inlaid work, 
embroideiy, ornament making, etc. These crafts are 
comparatively safe as machines cannot imitate the skill 
of the human hand. But these crafts cannot give em- 
ployment to a large number of artisans as the demand of 
these articles is not very wide. (2) The common 
handicrafts requiring less skill such as cotton, silk and 
wool spinning, and weaving, carpet making, carpentry, 
blacksmithy, rope making and metal \vorks etc. These 
industries need re-organisation on sound economic lines 
then only they can flourish. (3) Small scale or home indus- 
^ tries as soap making, oil pressing, pottery, cement work 
i requiring little capital and little specialised skill. (4) 
Cottage industries subsidiary to agriculture. (See Chapter 
on Subsidiary Occupations to Agriculture). 

Main Cottage Industries— Weaving :—Handloom 
■ weaving is India’s oldest and most common cottage 
industry. Next to food comes man’s need for clothing. 
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W^e are often told that tlie day of handloom has passed, the 
mills ha^'e come to take its jjlace and they ha\'c no chance 
to sm'vive against the competition of mills. The critics 
of die handloom forget diat the handloom weaving is still 
an important branch of the Indian Textile Industry. In 
1940 Handloom weaidng supplied 160 crores of yards 
of clodi or nearly 30 per cent, of nations total output. 
Moreover handloom has shown marvellous tenacity such 
as is found in no other countiy in the woi'ld. Not only that, 
it has actually recorded- a considerable increase in outpuf 
during the last 40 years. The following figures will be of 
interest in die matter. 

Output 


(in crores of yard). 


1900 

.. 70 



1905 

.. 85 

1925 

.. 119 

1910 

.. 107 

1930 

.: 132 

1915 

.. 105 

1935 

.. 150 

1920 

.. 86 

1940 

.. 160 


The industry maintains pardally or -wholly several 
millions of persons. An estimate puts the figure at 10 
milHons. The total number of handlooms making cotton 
goods in the country excluding Burma is placed at IJ 
millions in British India and though reliable figures of 
Native States are not known yet they can safely be put at 
half a million on a very conseri^ative estimate. Details 
for provinces being as under: — ■ 


Madras 

(in thousands) . 

. . 250 Punjab 

.. 242 

Bengal 

.. 100 

Bihar and Orissa 

.. 180 

Bombay 

.. 110 

C.P. 

. . 73 

U.P. 

.. 162 

Assam 

.. 421 


Thus in point of looms, the number of persons they 
give employment to, and their territorial distribution it is 
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evident tlaat handloom weaving is even more a national 
industry than the mill section of the cotton' textile industry 
and as such it deserves support and encouragement. 

But the continued existence of the handloom weaving 
industry and its record of increasing output should not be 
considered a sign of prosperity. The Textile Tai'ilf Board 
rightly pointed out in 1932 “Since the hanclloom weaver 
cannot regulate his production according to the state of 
the market without risking starvation for himself and his 
family, tlie true criterion for judging the position of the 
handloom weaving industry is not the proportion of tlic 
quantity of cloth woven on handlooms to the total produc- 
tion but the wages earned by handloom weavers. In fact 
the handloom -weaver’s wage is no^v tending to reach that 
of the unskilled labourer. Everywhere the handloom 
weaver complains of competition, and inability to dispose 
*of its produce at an economic level. There is no doubt 
that handloom weaving industry in India is a distressed 
industry and as such stands in need of public and state 
support. 

The Textile Tariff Board of 1932-33 also stated that 
the handloom weavers could not take advantage of the 
protective tariff and needed state aid directly. They 
recommended a special grant specially because a duty had 
been imposed on yarn imported and thus the handloom- 
weaver- was made to pay a high price for his yarn. This 
duty on imported yarn encouraged mill spinning industry 
at the cost of handloom weaving. The Government of 
India accepted the recommendations and set apart a sum 
of Rs. 5 lakhs per year for helping the handloom weaving 
industry. The grant was limited to 5 years. The Gov- 
ernment of India invited the Provincial Governments 
to place before them schemes for developing handloom 
industry in their provinces. The majority of the Pro- 
vincial Departments of Industries submitted their marketing 
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schemes based entirely on co-operative principles. These 
schemes as draivn up and worked by different provinces 
differ widely both in constitution and marketing organisa- 
tion. 

In Bengal, Bombay, and ‘United Provinces the gobds 
are ivoven by a group of primary iveavers societies called 
either Co-operative Weavers Unions, District Associations 
or Stores. These are under the control of the -Registrar of 
Co-operative Societies. Raw material, better appliances 
are supplied to the weavers. Expert advice and guidance 
is provided by tlie marketing officers’ and their staff res- 
ponsible to the Director of Industries. In Madras and 
Central Provinces tlie primary weavers societies sell their- 
output with the help of marketing agents appointed by 
the ProUncial Marketing Associations. In Bihar, Orissa 
and Assam the Departments of Industries take greater 
responsibility in marketing schemes as they find tlie 
necessary capital, get their goods manufactured by Societies 
and market the same. Besides this help given by the 
Government' in every province the co-operative depart- 
ments had already established weaving co-operative 
societies to organise handloom -weaving industry. 

In United Provinces there is a Pro\dncial Hand- 
loom Emporium at Lucknow witli -^vhich stores at 
Aq;^roha, Etawah, Mau, Sandila, Bara Banki and Tanda 
are affiliated. These stores are under a technical superi- 
visor and a store keeper cum-dyer. Raiv materials are 
supplied to the weavers and their finished products are sold 
through tlie emporium. Improved appliances are supplied 
to tlie societies of weavers and to indmduals either free 
or on hire purchase system. Each centre is encouraged 
to specialise in one or two lines of manufactures. The 
handloom emporium supplies raw material, secures orders, 
gets goods manufactured. New designs are introduced by 
it and improve appliances are popularised besides marketing 
the finished articles. 
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The All-India Spinners Association under the 
guidance of Mahatma Gandhi has given power-drive 
to the development of handloom industry. Iherc is a 
net work of Gandhi Ashrams and Khaddar Bhandars 
spread over the whole country. There arc production 
centres at places where colonics of \vcavcrs arc found and 
the sale of finished articles is carried on through a large 
number of branches of the All-India Spinners Association 
(Khaddar Bhandars). The All-India Spinners Association 
has tried to develop the technique and has done great 
seixdce to the industry by improving the charkha and 
other implements. It has introduced new and upto date 
designs. Their printing has been very superior indeed. 
But the All-India Spinners Association only manufactures 
hand spunned and liand woven khaddar. It prohibits 
the use of mill made yarn. 

Mahatma Ghandi claims dial handloom industry 
can easily be adopted by every body because it requires 
little capital, and raiv material is cheaply and abundantly 
available in the country. The implements can be 
manufactured locally, and does not require much training 
and education. There is a wide home market, it is free 
from the vagaries of the climate. It prevents the disintegra- 
tion of the family and evils arising out of concentration 
of workers in industrial centres. It provides an equitable- 
distribution of ivcalth among the different grades of work- 
ers in the industry. Above all the rehabilitation of hand- 
loom industry will give stimulus to many allied village 
industries. The Khaddar movement under the leader- 
ship of Mahatma Gandhi has no doubt spread far and 
wide in the country. All-India t pinners Association gives 
employment to several laklis of spinners and weavers in 
different parts of the country. The Association was the 
pioneer in adopting minimum wage policy in India, 
before it was considered at all by any labour com- 
mittee or commission. The standard, fixed by the Associa- 
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tion is 8 annas for 8 hours of ^vork done by the 
spinners. 

But die coarse quality of khadi and the taste of tlie 
people for fine fabrics and comparatively higher costs are 
the factors rvhich go against it. It is said that the hand- 
spun yam is much less regular in size, less strong and more 
expensive than factory spun yam. This is why hand 
spinning industry practically died out in India and the 
majority -of handloom weavers in India use mill made 
yarn. It is due to special efforts of the All-India Spinners 
Association that hand spinning has again been started in 
the neighbourhood of kliadi producing centres. 

Some of the economists are of the opinion that these 
attempts to bolster up an out of date industry cannot 
succeed against the competition of cheap, and durable 
goods of mills. The propagandist of kliadi is fully a^vare 
of tliese drawbacks. But he is not at all afraid of mill 
made cloth. The object of the Kliadi movement is to 
induce e\'ery individual and his family members to spin 
yam on charklia or takli in their leisure' period ivhen they 
are not employed in their main occupation and get it -woven 
into clodi by the local weavers for tlieir oum use. 
Specially it is most suitable for agriculturists. In dieir 
period of enforced idleness they themseh es and their family- 
members can gin, card and spin their oim cotton and get 
it woven by the local weaver for their family use. The 
problem of competition, coarseness and cost does not arise. 
It is on tliis basis tliat die Khadi movement has been 
started and it will take some time to achieve this object. 

However, diere may be certain misgi\'ings about 
the possibility of charkha and hand spinning but as far as 
handloom tveaving industry is considered most people are 
are of the opinion diat the industry deserves support and if 
properly organised it can still flourish in the country and 
give employment to a very large numbei' of people. 
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Existing Condition of Handloom Industry : — 

The handloom weavers arc in perpetual debt to Karkha- . 
nadars, dealers, in cloth or other money lenders and Saw- 
kars. In most eases the creditors arc also the suppliers of 
yarn and they also purchase the cloth of the weaver. In 
such a ease the weaver is not free to sell his cloth to any 
other buyer. He is reduced to the position of a wage earner 
and receives very low wages. In other eases he has to pay 
a very high price for credit he gels from the money-lender. 
He is often the producer and the seller combined and 
usually he spends more time in finding sale for his finished 
goods than even in producing them unless he has a 
middleman to buy his finished products and he is prepared 
to accept any price which is ofTcred. There is no con- 
tinuity of employment and there is no quick sale of finished ■ 
goods. Lack of certainty of employment places him at the 
mercy of the sowkar who arc often the middlemen and who 
exploit him. 

Inefficient method of manufacturing : — The 

weaver knows the. art but he, weaves out of date old patterns 
and designs which arc no more in demand. The - 
weavers do not produce the modern designs. In fact he 
cannot produce them unless he is given the required train- 
ing and there is proper arrangement to continuously evolve 
new and modern designs. His tools and implements 
are old fashioned and therefore his efficiency is less and 
cost of weaving is higher. In order to put Handloom 
^ Industry on proper basis it is necessary that cheap and 
more efficient looms and other implements arc invented, 
manufactured on a large scale, and popularised among 
them. 

Defective marketing :--It has been pointed out that 
firstly on account of his indebtedness, secondly on account 
of his small scale production, and thirdly on account of 
his ignorance of the art of selling he falls in the grip of the 



CHAPTER XXl 


201 


middleman who alone can market his goods and -^vho 
exploits him to the utmost. If he himself sells his cloth the 
time taken makes it less worthwhile. Therefore it is 
necessar)"^ to set up marketing organisations for ^veavers 
on a co-operative basis. Not only marketing organisa- 
tion has to be set up but experts have to be appointed who 
should study the market tendencies and advice the weavers 
societies regarding die kind of cloth to be prepared by them. 

In short credit, technical improvement, and mar- 
keting facihties are the crying needs of die handloom 
industiy and diey can easily be secured by organising 
co-operatii'e weavers sociedes, and federating them to a 
Pro\dncial handloom iveavers association for marketing, 
' and technical adidce purposes. . 

Organisation of Weavers Societies Primary 
iveavers societies should be set up in those rillages and 
toivns where a sufEciendy large number of weai'ers are 
found, in the locality. The society should supply them 
yam, and other necessary raw material for cash or on 
credit, and instruct isfoat kind of clodi should be manu- 
factured. The society shall collect the cloth from' the 
iveavers. These societies may be federated into a Pro- 
vincial Weavers Association. The Association mil have 
three departments manned by experts. (1) Technical 
department ivhich Vrill evolve neiv modern designs 
and. solve aU the technical difficulties of. the handloom 
industry and give technical adrice to the iveai'ere societies. 
"With the help of a few travelling instructors the depart- 
ment ivdll train the -weavers in weaidng modem designs 
and adopt up-to-date methods of iveaidng. (2) Depart- 
ment of Engineering ivhich should invent a better, cheap 
and efficient loom and other implements, get them manu- 
factured on a large scale and popularise them through 
the weavers societies on a hire purchase* system. (3) 

hfarketing Department which will have to set up plants 

26 
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for carrying on certain finishing processes without which 
decent finish cannot be given to the cloth and arrange for 
marketing of the finished goods Ijy establishing sales depots, 
securing orders, advertising, canvassing and carrying on 
all related activities. It is Ijy these methods that the 
handloom weaving industry can be made prosperous , and 
flourishing. 

Handloom versus Power Loom But more 
will have to be done in order to put handloom weaving 
industry on a prosperous footing. The State should give 
its helping hand to the industry and protect the industiy 
against unjust competition of the po^\'cr looms. SoJar the 
Government in India criminally neglected the intei'csts 
of the poor handloom weaver who had to face the on- 
slaught of the textile factories single-handed. Even the 
Indian Press and Platform did not take notice of this 
injustice while they were clamouring at their top voice for 
protection to the cotton spinning and weaving factory 
industry in India, they forgot to mention the plight of 
the poor handloom weaver and the need of his being pro 
tected against the textile mills. 

The tariff measures adopted by the Central Govern- 
ment have on the one hand fostered the development- of 
the cotton mill industry, and on the other, adversely 
affected the inteiests of the handloom weavers. The 
Excise duty on milPcloth which was levied for the first-time 
in 1896 offered some protection to the handloom weaveis 
against mill competition was abolished for very 'good 
reasons in 1926 but no simultaneous protection was 
granted to the handloom weavers. - Later on at the recom- 
mendations of the Textile -Tariff Board and united’ wish 
of the Central Assembly, the Textile Industry was 
given- substantial protection by levying higher duties on 
imported cloth. Not only protection was granted to -the 
mill weaving industry but spinning mills wei e also granted 
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protection by' le\^ing a duty on imported yam at the 
rate of U anna per lb. or 5 per cent, ad valorem 
whichever was higher. The duty was increased to 1 | 
annas per lb. or 6^ per cent, whichever was higher for a 
short period 1931 to 1934. Although it has been reduced 
to 1|^ annas per lb. or 5 per cent, ad valorem, it enables the 
local mills to raise appreciably the prices of yam sold to 
.handloom weavers. At the present market rates this 
specific .duty covers about 20. to 25 per cent, of the cost 
of the coarse yarn. 

It was largely as a result of this tariff policy of the 
Government of India that the cotton mills could increase 
their output of cloth by more than ten times during the 
last forty years to a corresponding increase of only 75 
per cent, in handloom cloth. The effect on hand weaving of 
these tariffs, imposed exclusively for the benefit of the textile 
industry calls for an early redress, for without a change 
in the present policy of the Government no substantial 
relief can come to the hand weavers. 

The Government of India took the initiative at last 
and brought this question of conflicting claims of hand- 
looms and mills before the Industrial Conference at 
Lucknow. In their circular letter to the Provincial Govern- 
ments and Mill-owers Association inviting their views 
on the subject, the Government of India mentioned, 
six suggestions they had received which are as under: — 

(1) Excise duty on mill cloth. . 

(2) Terminal tax on' mill products. 

(3) Restriction of mill output by., prohibiting mills 

from producing certain classes of cloth. 

. (4) Cess on mill products. 

(5) Reduction of duty on yam. 

(6) Fixation of quota and of particular counts 

between the handloom industry" and the 
mill industr)'.' 
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The Government of India has appointed Facts 
Finding Committee to enquire into the question of helping 
the handloom industry at the suggestion of Dcllii con- 
ference. It will be better if cess is levied on mill cloth 
and the proceeds arc utilised for the purpose of helping 
the handloom industry. Moreover certain classes of 
cloth should be made the monopoly of handloom weavers 
and mills should be prohibited from manufacturing 
the same or quotas may be fixed. But any action taken by 
the Government to icsolvc the conflicting claims of tlicsc 
two branches of the textile industry' .should not apply only to 
Indian mills but also to the imported cloth and also to the 
textile mills in Indian States. Anyhow the Mill Industry 
should under no circumstances be allowed to kill the hand- 
loom industry, bring misery and starvation into countless 
homes of India and filling the pockets of Indian capitalists. 

Weavers’ Conservatism and his poverty t—Thc 

weaver is generally very conservative and therefore it is 
difficult to organise him for a common purpose. They 
are as a rule victims of three evils — debt, drink and disease. 
These evils arc demoralising the community and as long 
as the load of debt remains any attempt to improve their 
lot will fail. Drink is ruining them and saps their vitality. 
It is only by adopting debt relief measures and organising 
^ the industry on lines mentioned above that their economic 
condition can be removed'. As far as drink habit and 
conservatism is concerned it will need education and pro- 
paganda. 

The Silk Industry: — ^Thc'Silk industry gives occu- 
pation to a considerable number of population in, our 
villages. Those -who are engaged in it may be divided 
into four classes. (1) Mulberry growers. (2) Gacoon rearers. 
(3) Carders and spinners. (4) Weavers. . The first two 
can also be practised as subsidiary occupation for agricul- 
turists as they do not require" much skill. In France and 
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Japan silk worm rearing is a very important subsidiary' and 
domestic occupation. 

The Indian silk is of an inferior cpiality and therefore 
it fetches a lo^ver price. The silk ^vorm has deteriorated, 
there are various diseases which attack both the mulberry 

I 

leaves and the insects and the silk worm rearing is carried 
on on unscientific lines. Better cocoons should be intro- 
duced, improved methods of ^vorm rearing should be 
found out and propagated. In this connection the Kash- 
mir and Mysore States have done the pioneering Avork 
by appointing foreign experts to evolve improved silk 
worm rearing rhethods and organise the industry in their 
territories. Besides these two States Silk ^\'orm rearing 
is extensively carried on in Bengal, Assam and certain parts 
of Bihar. 

After cocoons have been collected filature process • 
(heating and steaming) is .carried on and then the 
cocoons are reeled or spinned. The filature process .and 
the reeling process also needs great improvement. All 
these defects go to lower dowi the price of Indian silk in 
the market. 

The silk handloom weax-ing industi-y was once a very 
flourishing mdustry and the workmanship of silk xveavers 
was of a high order. But of late the silk weaver is also 
full of sorrow. He is also in tlic grip of the money-lender 
and the middleman. Silk xveax'ing means greater invest- 
ment in purchasing silk specially because the xveaver docs 
not find it xyorth xvhile to weave unless there is enough silk 
for ten ^pieces (thans) at a time owing to certain compli- 
cated processes inx’ovled in silk weaving. They cannot afford 
to invest so much money in advance. The mahajan advan- 
ces tlie money at a high rate of interest and also assures 
for himself the sale of all the pieces at cost price. 'Morc- 
often he advances the thread and when the cloth has been 
woven xvages for weax'ing are paid at a low pjrice. Thus 
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the weaver is exploited to the utmost. Silk weavers 
are at the mercy of mahajans or Karkhanadars for credit, 
of raw material and for marketing. Unless credit and raw 
material supply on the one hand and marketing on the 
other is organised on co-operative basis there is no chance 
of improvement. The industry is concentrated in certain 
centres and not scattered and therefore it can easily be 
organised. 

Woollen Industry : — Sheep rearing industry can 
be taken up as a subsidiary occupation for agriculturists. 
But the Indian sheep produces .very inferior wool and 
needs improvement. Handloom industry is very important 
and is scattered all over the country and specially in tliosc 
areas where wool is produced specially in Kashmir, certain 
parts of Central India and Rajputana and the Himalayan 
, region. With the exception of Kashmir the industrj^ satis- 
fies a local demand. Mostly rough cloth, patthu, and blan- 
kets 'are manufactured. The All-India Spinners Assoca- 
tion has tried to develop a woollen industry in Kashmir. 
Besides woollen cloth carpet and shawl industry flourishes 
in certain parts of India specially in Kashmir and Punjab. 
By improving the breed of the sheep and organisation the 
industry can be made a very flourishing and prosperous 
one. 

Oil Pressing -It is an old industry prevalent in ' 
the villages from times immemorial. Recently the 
industry in facing the competition of mill made oil but 
still it is surviving in the villages because the consumers 
prefer kolhu or Ghani made oil and slightly higher- prices 
are paid for it in comparison to mill made oil. The All- 
India Village Industries Association arid the Rural Develop- 
ment Departments in various provinces are trying to revive 
and develop this industry. ' . ' 

This industry just like others needs reorientation. 
The oil man is a very important member of the village 



chapter XXI 


207 


community, oil being used mostly for consumption purpose 
and ver^^ little for lighting purposes. The Ghani or the 
indigenous mill consists of a hollow ivooden block buried 
very deeply in the ground. The Ghani needs great 
improvement so that a larger percentage of oil may be ex- 
tracted from oil seeds and tlie strain on bullock power may- 
be less. The All-India Village Industries Association has 
improved the Ghani irith a \aew to eliminate the dust 
and dirt which creeps into the oil on account of the oil 
pipe being lower. At Maganwadi a trench is dug to 
walk for the bullock so that it is loiver than the pipe line. 
Oil industry in fact occupies a very important place in 
rural economy and the pro\incial Governments have 
tried to improve it by' putting up several demonstration 
units and by subsidizing the use of improved ty'pes of 
mills. 

The prime need of the oil pressing industry is the 
improvement in the Ghani so that more oil may' be extracted 
at low cost. Cheap and improved pressing mills or Ghani 
should be invented and made popular in the villages. The 
mill or Ghani should be such which ivdll not put greater 
strain on bullock. If cheap electricity' is generated and 
supplied in the rillages the industry can very' rveU - compete 
with mill made oil. 

The chief oil seeds crushed are the mustard, rape, 
groundnut, and cotton seed. The better quality' of oil 
and low cost of production are responsible for the existence 
of the industry'. India is one of the largest producers of 
oil seed in the world and exports a large quantity' to 
foreign countries. There is thus a great possibility of develop- 
ing the industry'. This should go along ^rith the develop- 
ment of allied industries such as soap-making etc. which 
wiU ■ give employrment of large number of population in 
rm-al areas and leave enough oil cake for cattle and manure 
purposes.' . 
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Tanning Industry ; — ^Tanning industry can be 
profitably carried on in the villages by the lo'W castes like 
chaihars, sweepers etc. India has the largest cattle popula- 
tion in the world. The enormous animal population of 
the country pi'ovides an extremely large quantity of hides 
and skins. But the tanning industry is carried on in an 
unscientific and unorganised manner. The village chamars 
carry on the tanning of the leather in their traditionally 
wasteful method without the aid of mddern appliances and 
chemicals. This is why India mostly exports raw hides 
and skins to foreign countries to be tanned properly. The 
result is that the quality of leather produced by the village 
chamar is very inferior and the village chamars manu- 
facture out of such leather old fashioned crude shoes, water- 
bag, harness and saddle etc. for local consumption. There 
is sufficient.tanning material-myrobolan, babul and Turwad 
bark in India, the' raw material supply being enormous and 
the market ready at hand, the scope of the industry is 
enormous. The prime need of the industry is to improve 
the defective method of tanning prevalent in the country 
and to introduce it among the tanners so that this important 
industry may be carried on on scientific lines. The All- 
India Village Industries Association and the Industries 
Department in different provinces are paying attention to 
this important matter. 

Paddy Husking:— The All-India Village Industries 
Association has been trying to introduce the hand pojihd- 
ing of rice in the country. The Association has intro- 
duced an improved chakki made of babul wood which 
pounds between 40 to 60 lbs. of paddy an hour and sells 
for Rs. 4-8-0 only. The Association carries on a regular 
propaganda for the use of hand pounded rice by the villagers 
so that they may have some life-giving eiements in their 
food. The hand pounded rice is more nourishing and 
acts as a preventive against diseases like beri-beri on account 
of its richness in proteins, fats and minerals of which milk 
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rice is totally devoid. The industry can prove a valuable 
subsidiar)’- occupation to the agriculturists as well. 

Gur Making; — Gur making in an old industi^^ in 
our villages and is carried on in those parts where sugar- 
cane cultivation is carried on. The All-India Village Indus- 
tries Association has also been carrying on propaganda 
for the use of gur in place of refined sugar as it is more 
useful for health. In the United Provinces nearly half 
of cane produced is turned into gur. The U.P. Government 
has made commendable efforts to encourage and develop 
gur making so that the cultivator may get more employ- 
ment and better prices. A large number of gur demon- 
strators have been trained at Government expense whose 
business it is to introduce improved types of crushers, to 
demonstrate die use of suitable chemicals for clarifying 
the juice and to help the construcdon of improved types 
of furnaces to ensure quick boiling and economy in fuel 
consumption. The demonstrators train local honorary 
workers who assist in propagating improved methods of 
manufacture. Improved tj'pe of crushers have been intro- 
duced. The improved t)'pe of crushers produce 7 per cent, 
more juice than the old type which is a direct gain to the 
cultivator and the gur manufactured by improved methods 
fetches a better price for the gur and cost of production is 
less. Gur making can be introduced as a subsidiarj’^ occu- 
pation to agriculture as it will give employment to the cane 
cultivators. The All-India Village Industries Association 
is also tr)dng to introduce improved method of manufac- 
tming gur and creating greater demand of gur in tiie 
country. 

Sugar making :—Kliarsari Sugar is manufactured 
in all those proinnces -where sugar-cane is. cultivated. But 
tile industr)!- is carried on on fairly large scale and needs 
more capital. Experiments have been made to produce 
a simplified cheap centrifugal machine at a small cost to 

27 



210 


COTTAdE iNDU^iES 


enable the cultivators to manufacture sugar. If such a 
cheap centrifugal machine can be invented sugar manu- 
facturing can be carried on as a cottage industry in the 
\dllagers by well to do cultivators and petty landlords. 

Pottery The village potter plays an important 
part in village economy. He is poorly paid but the 
ai tides he turns out are necessary for every household. 
Surahis, waterjars, pitchers, handis, cups, glasses, dishes 
cheelams, etc. are daily used in every house, in India, 
Besides toys and tiles are also produced and have fairly 
a large demand on festivals. But the village potter does 
not produce China clay wares which are mostly imported 
or produced by large scale pottery works. There is much 
scope for the improvement of this industry on this line 
but so far it is totally neglected and village potter lives a 
miserable existence. 

Carpetitry The carpenter has an important place 
in the economy of the village. Plough and other agri- 
cultural implements, carts, doors and windows as well 
as cots and other household goods are manufactured by 
him. In urban centres better artisans employ himself 
in making modem type of doors, windows, drawing room- 
furniture, etc. There is no fear of competition to this 
cottage industry but it needs introduction of better imple- 
ments and better and improved designs and patterns 
toys of ^vood are manufactured in ce tain places like 
Benares, etc. but this industry needs de/elopment Country, 
imports toys from foreign countries and if this industry 
can be developed there is a great scope for it. , • 

Metal work The blacksmith is also an iihportant 
village artisan. He makes agricultural implements and 
household utensils. But very few in urban areas manu- 
facture locks, knives and scissors etc. It is in' this direc- 
tion that industry needs improvement. ' 
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Besides blacksmitli bell metal and brass^vares manu- 
facturing is an important industry carried on in different 
places all over India. This industry is in the hands of 
karkhanadars who employ a large number of artisans and 
manufacture on a large scale. 

A brief description has been given above of the im- 
portant eottage industries carried on in India. Below is 
given a comprehensive list of the cottage industries and 
handicrafts which can be developed in the country. 

Metal works. — Smithing, agricultural tools, and 
machinery. 

Manufacture of metal vessels. — Copper, brass and 
aluminium, hand spinning and weaving, cotton ginning, 
and silk-reelingi 

Carpets and blanket making. 

Flour milling, rice milling, oil pressing. 

Food products, fruit canning, drinks, and aerated 
waters." 

Cigarettes and bidis. 

Brick and tile works. 

Furniture. — Chairs, tables, benches, boxes, etc. . 

Pottery, mat making, basket and rope making. 

Shoe-making • 

Toys 

"Vegetable dyes, paints and ink etc. 

Pencil manufacture 

Buttons 

Soaps 

Glass works, — bangles etc. 

Enamelled ware 

Cloth printing 
: - . Book-binding 

. House building on modem lines. 
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■ India is a country where the small-scale industries 
are bound to play a very important part in the national 
economy and tlrereforc these industries should be properly 
developed and organised. 

Difficulties of the Cottage Industries Although 
the difficulties and problems of different cottage indus- 
tries are peculiar to them yet there arc certain common 
difficulties and problems which they have to face alike. 
The village and cottage industries arc at present labouring 
under several handicaps the chief of which arc those con- 
cerning finance, marketing, organisation, and technical 
■improvement. 

In fact lack of credit is responsible for much of the 
misery of the artisan class in India. Many cottage indus- 
tries in India have deteriorated for lack of cheap credit and 
grim poverty and indebtedness of the artisans. The 
artisans usually take an advance of money or raw-material 
and manufacture for order. As they possess no capital of 
their own they do not produce for stock and cannot effect 
sales in open market. This causes a lack of steady supply 
and of the right type of materials. Most of them are 
deep in debt and therefore are compelled to work for their 
creditors, who for the sake of the profits do not care for 
the quality and designs and encourage the production of 
cheap and ordinary articles which may yield higher profit. 
This method of fina,ncing leads to the payment of higher 
prices for ra-vv-materials and to higher interest but to low 
prices for the finished articles. The Central Banking 
Enquiry Committee has correctly stated the causes of this 
method of financing. Lack of capital, uncertainty about 
marketing of manufactured articles, unorganised nature of 
the industries, absence of uniformity of quality in the raw 
material, and in the workmanship, need for co-ordinating 
specialised functions in such industries, lengthy technical 
processes in some industries, inability of a small artisan to 
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lock up his capital for long, and the seasonal nature of 
sortie industries and the facilities afforded by the middle- 
men to keep the artisan gomg during the slack season as 
well are some of the causes which are responsible for his 
method of finance. The problem of financing can only 
be solved by establishing co-operative societies for artisans. 
So far co-operative societies of the artisan did not ^vork 
satisfactorily. Failure of these societies is partly due to 
extreme conservatism, ignorance and unthrifty habits of 
the artisan class and mainly due to the fact that only, by 
providing capital the societies cannot function successfully 
unless they combine marketing of the finished produce 
and organisation of the industry as well. Because due to 
old and out of date methods of manufacturirg and de- 
fective marketing the artisan is not in a position to hold 
out and sur\dve the competition of mill articles. 

The financial needs, of the cottage industries mainly 
consist of the purchase of raw materials, workmg expenses, 
and acommodation between the production and the sale 
of the products. At present the main financial agencies 
are the money-lenders, karkhanadars, merchant dealers, 
and to some extent co-operative societies and the Govern- 
ment also finances them. The co-operative societies 
for artisans should be established in large numbers. They 
should supply the credit, raw-material and improved 
implements for cash or on credit, technical advice, and 
take over the finished produce for sale. 

As regards marketing difficulties the lack of a central 
trading organisation on a_ provincial and oh' a. national 
basis has been a chief defect of cottage industries. Lack 
of suitable marketing organisation and mutual co- 
operation, and isolation lead to the exploitation of these 
industries by the middlemen. Therefore marketing 
should also be organised on co-operative lines. The 
primary co-operative societies for the artisans should be 
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affliated to a Provincial Association for all purposes. The 
Provincial Association will have a full fledged rnarketing 
department with an expert at the head. The artisans may 
be instructed through their societies as to the kind and 
quality of articles to be manufactured. The Provincial 
Association may establish a chain of stores in important 
centres, through which the goods of the societies may be 
sold. By advertisement, propaganda, and canvassing 
the Association can create the demand for such produce 
of the cottage industries. Such Provincial Associations ' 
may arrange the sale of their goods through each other’s 
stores by joint understanding and co-operation. It 
is by setting up such an aill-India organisation that that 
marketing facilities can be obtained. Such Provincial Asso- 
ciations can also ' purchase implements and raw material 
wholesale, and supply them to their affiliated societies. 

The various Provincial Governments during recent , 
years have made attempts to remove the defect of marketing 
by starting Arts and Crafts Emporium. Such Provincial 
Emporiums have been started at the capital centres of the 
provinces to popularise the products of the cottage indus- 
tries. The Home Industries Department of Mysore 
State has succeeded remarkably in popular'sing the village 
products. All the Provincial Governments have helped these 
industries by propaganda, demonstration, and technical 
help to some extent. But the need of these industries is to 
be helped continuously for some time in a sustained and 
planned manner. It will be better if the Provincial Govern- 
ments give financial help to the Provincial Associations 
and give them the technical assistance by making available 
the ser\'ices of their technical experts to them. ■ There is 
the need of a Central Agency as well which may advise on 
improvements and reconstruction of processes of village 
and' cottage industries to introduce and apply modem 
mechanical implements and tools, evolve better tools, 
small machines, and implements which may increase -the 
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efficiency of the artisans, get them manufactured on a 
large scale, and to' experiment and introduce improved 
designs and to collect and diffuse information on com- 
mercial subjects like market, intelligence, competition 
against mill made articles and foreign goods, methods of 
organisation, and representing the needs and the interest 
of tlie cottage and \-ilIage industries to the Pro\TnciaI and 
the Central Governments. All these functions can be 
carried on by the Pro\'incial Associations and their All- 
India organisation. 

\ 

As to tecimical assistance which is ver)" badly re- 
quired by the artisan, the Government can play a verj" 
important part in organising technical training and 
education by starting technical schools in suitable centres 
and by giaing industrial bias to the primara’- and secondary 
education. The artisan must be educated and trained in his 
handicraft. The industries departments in aU proadnces main- 
tain a fea\' industrial and a-ocational schools and technical 
institutes and some local bodies and non-official agencies also 
run such institutions. But they are totally insufficient; more 
such institutions must be started to train the cottage worker. 
But of greater urgency is the need of gi\Tng hints to the 
artisans ^\•ho othenvise know' their job and carmot take 
advantage of these institutions in the modem methods of 
manufacturing technique, designs and patterns. This 
can be easily arranged by sending peripatetic instmetors 
to the tillages and to-^ras where artisans live in sufficiently 
large numbers. This \\'ork can also be better organised 
through tlie agency' of the Pro\'incial Association and its 
affliated Societies. The Industries department may place 
the serc-ices of such instructors at the disposal of the Pro- 
\'incial Association and the Association may arrange the 
programme of the instructor at different primarj' societies. 

The United Pro\'inces Cottage Industries Committee 
have recommended the creation of cottage industries 
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board to advise about the inlcusivc development ol 
cottage industries and a central organisation for marketing 
products. The board would undertake the survey of selected 
cottage industries and organise jDroduction by supplying 
new designs and improved appliances, by establishing finish- 
ing plants to carry on finishing processes on a large scale, 
and by arranging research, experiment, and designing at the 
central technical institutions. Further, an organisation 
on a co-operative basis with adequate supervisory 
staif would be set up at each manufacturing centre 
to regulate and standardardise production by providing 
facilities for instructions by means of demonstrations and 
tuitional classes, by supplying new designs and appliances 
at cheap rates. Stores affiiated to the central marketing 
organisation would be established at each of the manufac- 
turing centres to arrange to supply raw-materials, to 
collect the finished goods, and to finance the •workers. 
The- above recommendation is just the same advocated by 
us in the form of co-operative organisation with only this 
difference that by organising artisans into co-operative 
sofcieties his active co-operation can be secured and the 
spirit of self-reliance can be inculcated. Moreover any 
help which the Government industries department wants to 
give can be more effectively given tlirough tliese societies. 

It is by thus organising the cottage industries on 
sound lines, by patronising them in the form of purchasing 
and preferring then goods for state purposes and by 
creating a demand for their articles in the country and 
but-side countries that the cottage industries can be given 
a new life. 

India has always been and will continue to be essen- 
tially a country of small and cottage mdustries and their 
revival and development is a matter of prime national need 
on account of hea-vy pressure of population on land, leaving 
therefore a large section of village population half employed 
during busy season of agriculture, increasing landless- 



CHAPTER XXI 


217 


labourers ibis's in the villages' and extensive cultivation. The 
real problem in India is not to save and economise labour 
by mechanisation of industry but to provide labour for ' 
starving millions in the countr)’^ and this can be done not 
by factory production alone but to a greater extent by the' 
development of cottage and rural industries in the \'illages 
to meet the requirements of the \iilager. It is a happy 
sign that the Government and the intelligentia alike have 
realised the ■ importance of developing these industries. 

There is an erroneous idea prevailing among most 
of the students of Economics that small industries have 
no future and it is. needless to give them any impetus. 
There is no doubt that large scale production enjoy certain 
economies, but if the small industries are properly or- 
ganised on co-operative lines, cheap and light machines 
are invented and introduced and electricity is supplied, 
the small scale industiies can as \\'ell stand in competition 
and flourish: Firstly because by,, co-operative organisa- 
tion maiiy of the economies enjoyed by the large scale 
producer in purheasing rau' materials, marketing and 
supply of credit etc. can as well be enjoyed by the small 
scale producer. The introduction of cheap and light- 
machinery can secure the advantages of machinery and if 
electi'ic po^ver can be supplied much of the handicap of 
the small scale producer will -disappear. Small-scale 
industries play an important part in the productive acti- 
vities of countries like Germany and Japan. It is recorded 
that 90 per cent, of the industrial establishments in 
Germany .are connected ^vith small scale industries and 
two-fifths of die entire population is employed on diem. 
Likewise in Japan many of the industrial establishments 
are of very small size. More than 50 per cent, of the fac- 
tories employ 5 to 9 ivorkers. 

In India die need of cottage industries and the 
chances that they ivill flourish are greater than even the 
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above mentioned countries. Firstly because the Jnessure of • 
population is on land is enormous and a large percentage of 
population needs employment. Secondly the cottage indus- 
tries supply staple products for which there is an extensive 
demand within the country itself and there is no need, of 
depending on foreign markets. Thirdly, many of the cottage • 
industries represent a stage half ivay bet\veen agri- 
culture and manufactui'ing industries and as such are 
closely associated with agriculture. The agriculturists 
can take to them during their period of enforced idleness 
and therefore even a small income secured therefrom will 
improve his, economic position. Finally there is an old 
tradition and preference in favour of cottage industries in 
India. 

But without proper organisation, technical help 
and patronage the cottage industries cannot develop. 
Along with co-operative organisation, introduction of 
cheap and light machines and the generation and distribu- 
tion of hydro-electric power in the villages, and small 
towns would go a long way to revitalise the cottage indus- 
tries of India. 

'0^ Cottage Industries and the War ; — The war has 

given a great fillip to the cottage industries in In’dia, and 
they are experiencing a period of comparative prosperity 
and boom; Wooden articles, furniture, carpets, cotton 
cloth, woollen cloth, blankets, paper, earthen pots, simple 
iron goods, tents, nets, and a large number of other articles 
were needed for war purposes and the Co-operative and 
Industries Departments in all the provinces and Native 
States were harnessed to organise these cottage industries. 
Orders worth crores of rupees were placed with these 

- societies and great actiyity was noticeable on all asides. 

- Though the war demand is the most important factor 
which has given new life to the decaying' cottage industries, 
yet- that is not the only factor.' Abnormal rise of price- in 
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the case of all the articles of daily use and in some cases their 
great shortage of supply has forced the civil population to 
IDmxhase the goods produced by cottage industries. 

But this is going to be short-lived prosperity. After 
■svar these cottage industries will again die out in face of 
the severe competition of mill made articles. Unless 
proper steps are taken to organise them on sound and 
economic lines and they are protected against the compe- 
tition of factory made articles,they are bound to die out. 

Cottage industiies are bound to play an important 
part in our future economic organisation and therefore 
it is the high time to consolidate their position. If they 
arc not given help and protection after the war they arc 
bound to die out soon. 



CHAPTER XXil. 

TRADE 

Foreign Trade of India:— In very ancient times 
even ; India had established trade relations with foreign 
countries. History tells us that India traded with 
Babylon as long as 3000 B.C. Egypt traded with India 
and imported her fine artistic things. Mummies in Egyp- 
tian tombs dating from 2000 B.C. have been found 
wrapped, in Indian Muslin of the finest quality. “There 
^vas a very large consumption of Indian manufactures in 
Rome. This is confirmed by elder Pliny, who com- 
plained that vast sums of money were annually absorbed 
by commerce with India.” The Muslims of Dacca ^verc 
known to Greeks under tbe name of Gangetika (Pandit 
Malviya’s minute of dissent to Industrial Commission 
Report). Later on India established her trade relations 
with China, Persia and Arabia. In those days as was 
natural the foreign trade was carried on in rare and costly 
goo4s having great value and small bulk. India’s exports 
in those ancient days consisted of textile manufactures, 
metal .ware, ivory, perfumes, dye stuffs, spices etc. Her 
imports were mainly precious metals like gold and silver. 
Even in that early period India had the tendency of absorb- 
ing large quantities of precious metals a cliaractcristic which 
persists even to-day. The import of precious metals sho^vs 
that India exported more than she imported and this 
favourable balance of trade was paid for in the form of 
precious metals which India imported. Besides these pre- 
cious metals India also imported other metals like lead, 
brass, and tin, as well as wines and horses. 

During the early . Mohammedan period the foreign 
trade of India nearly collapsed because of the unsettled 
political conditions. Later on certain overland routes 
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\\’erc developed through the north As-estern frontier of 
India and this stimulated the foreign trade again. “As 
Moreland had pointed out there were two regular routes- 
on the frontier (1) Lahore to Kabul. (2) Multan to 
Kandhar. Kabul ^vas a big commercial centre -where 
merchants from India, Persia and other adjoining coun- 
tries used to meet ^vhile it lay on the main caravan route 
from India to ^vestern China and Europe. Kandhar is 
the doorway from India to the greater part of Persia and 
both routes carried a considerable \-ohime of traffic 
(Moreland India at the deatli of Akbar p. 219). In the 
Moghul period the foreign' trade of India increased to a 
considerable e.xtent. Dc\'eloped means of transportation 
"provided b)' the hloghul Emperors, enlightened Commer- 
cial policy of die rulers, and the patronage advanced by 
the courts to the industries which flourished \-ery -well 
during this period all went to develop the foreign trade of • 
India to a considerable extent. Diu'ing Moghul rule coastal 
trade -was also very brisk and India had a fairly good 
merchant marine of her own ^vhich enabled her to trade 
^^'ith foreign lands. 

To^vards the end of the fifteenth centur}-^ an all 
sea-route to India t'/a-Cape of Good Hope tvas discovered. 
This disovery of a sea route changed the nature of foreign 
trade of India. A certain amount of bulkier goods also 
began to appear in the foreign trade of India. Till then 
the trade with Europe ^\■as carried on by land and water 
to Mediterranean coast. Thence it -^vas picked up by 
y enetian and Geneva merchants ^vho used to sell the Indian 
goods in the main European markets. The Indian trade 
was the source of all wealth in Europe. The monopoly of 
Indian trade made the merchants of Venice and Genoa 
fabulously rich. The great temptation to participate in 
, this profitable trade led Protuguese to find out a sea-route 
to India. As soon a sea-route was found out to India 
all the merchants of important counti-ies in : Em'ope 
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set out to organise companies in order to participate in this 
profitable trade. The rivalry of Portuguese Dutch, the 
English, and French are loo well known to be narrated. 
Ultimately English East India Company secured for it a 
virtual monopoly of trade with the East, by eliminating 
the competition of the French. 

As has already been pointed out, the fine linen, silk- 
en, woollen, arid cotton mnufaclurcs and the artistic 
works of India attracted the foreign traders and not the 
raw materials which India exports at present. In the 
beginning East India Company encouraged the Indian 
industries on which its export trade depended. But later 
on the pressure of industrialists in England led to the reversal 
of this policy. The industries of India were annihilated 
and imports of manufactured articles were encouraged 
by just and 'unjust methods. Hence forward India began 
to import the very goods which she exported formerly and 
began to export raw materials to England. 

Opening of Suez Canal: — With tht; opening of 
the Suez canal in 1869 the modern period in the history 
of Indian trade ensued. The distance between India 
and Europe was reduced by 4,500 miles and the period of 
voyage was shortened. This led to the rapid growth 
of foreign . trade of India. But the- opening of Suez canal 

though the most important factor in stimulating the 

% 

foreign trade of this country was not the only cause. . Com- 
plete political domination of India by the British and con- 
sequently establishment- of peace and order, improved 
means of communication, and transportation (Railway, 
* Road, Post office, Telegraph and Telephone) were also 
important factors in bringing about this change. The 
opening of Suez canal route coincided with the laying down 
of submarine cable between Bombay ' and Suez together 
with the great improvement in naval architecture and the 
growth of mercantile marine gave a great stimulus' ' to 
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Indian foreign trade. Now India began to export mainly 
articles of considerable bulk and lo^v value such as 
food stuffs, raw-materials of manufacturing industries, etc. 
The impoi ts of India no\v consisted of cotton piecegoods, 
machineiy, ha.rd^\'are, railway material, glassware etc. 
mostly from England, and later on from Germany, U.B.A. 
and Japan as well. Although England adopted a policy 
of free trade and allo'.ved nationals of all , countries to carry 
on trade ^vith India, she, had full mastery over Indian 
trade and enjoyed a virtual monopoly over Indian trade. 
England maintained this position till the end of the nine- 
teenth century. 

The .struggle for Indian markets ; — In the last 
decade of the nineteenth century this supremacy of England 
in Indian market was seriously challenged and gradually 
England began to feel the competition. Gertnany Avas the 
first to undermine the position of England and was followed 
by Japan. The German and Japanese Governments fully 
supported their businessmen by all conceivable methods. 
National shipping serwces were esjablished, their national 
banks opened their branches in India to give credit 
facilities to their nationals, and commercial houses 
were established in important port towns of India; The 
main objects of Germany and Japan ^vas to create a market 
for- their manufactiued articles in India and to secure 
Indian ra^v-materials. The U.S:A. did not establish any 
direct trading relations with India but dealt with India 
through London. It was only after the last great war 
(1914-18) that U.S.A. established her trade relations with 
India direct. 

Before the last great war (1914) India’s external trade 
increased to a remarkable extent. In the fiye year period 
preceding 1914 the export average was Rs. 224.23 crorcs 
and the import average was Rs. 151.67. This was much 
ahead of the average figures for the five year period 1899- 
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1904 which were Rs. 124.92 crores for export and 
Rs. 84.68 crores for imports. During the war trade with 
enemy countries was completely stopped. And owing 
to shipping difficulties trade with allied countries also 
declined very much. Even with the neutral countries 
trade was very much restricted in order to avoid the 
possibility of India’s resources reaching the enemy coun- 
tries w'fl-neutral countries. Besides theso war reasons the 
high freight and scarcity of getting shipping facilities also 
hampered the foreign trade of India. However the export 
of Indian goods increased towards the later war years 
due to large demands for war supplies from India by the 
Allies. During the war period the Indian import-trade 
was captured by the Japan and U.S.A.- Both these, 
countries took the full advantage of this opportunity offered 
by the war for capturing Indian market. Germany was 
an enemy country. Bidtish Tnanufacturers were’* busy 
manufacturing for war purposes," the Indian mills were 
very few and therefore the vast market was practically 
open for these two countries.- Thus Japan and U.S.A. 
entrenched themselves very strongly in the Indian market. 
It was a God-send' opportunity to them and they fully , 
utilised -it. 

’ Posts-war Trade The early post-war period 
experienced a trade boom caused by the removal of many 
^var time restrictions and -prohibitions on export. Trade 
with enemy countries w'as resumed • and freight charges 
^vere reduced. But this boom was short-lived and the 
slump appeared. The reasons for this slump were the 
following : — Though European countries badly wanted 
Indian goods yet they could not buy them because of their 
weak financial resources and reduced purchasing power. The 
continuous inflation of their currencies and unfathomable 
depreciation of their currencies in the terms of the foreign 
currencies combined with loss of credit in the foreign markets 
made their position even worse, and they could not pur- 
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chase Indian goods. The markets of Britain, U.S.A. and 
Japan ^vhich were India’s best customers also could not pur- 
chase because they already purchased so much that their 
markets were glutted ■with Indian goods. The continuous 
failure of monsoon for several years (1918 to 1921) and the 
high prices of food stuffs necessitated the imposition of an 
embargo on the export of food stuffs from India. There- 
fore exports naturally dwindled. Japan, the most important 
purchaser of Indian cotton, was engulfed in a crises. To 
make the matters -worse the Government accepted the 
recommendation ‘of die Babington Smith Committee and 
stabilized the exchange value of the rupee at 2sh. This 
further paralysed the export trade of India. On the 
other hand imports increased with rapidity. During the 
war Indian import requirements had been starved and 
orders had been placed for machinery and manufactured 
goods to be delivered at the discretion of the manufacturers. 
These goods now began to pour in the country. The 
high exchange also stimulated the import trade and huge 
orders ivere placed with foreign manufacturers. This 
resulted in a hea^y balance of trade against India to the 
extent of Rs. 79.8 crores in 1920-21. In 1921-22 also 
there was an unfavourable balance of trade worth Rs. 33.93 
crores. Afterwards the exports and imports moved towards 
normal conditions. This recovery in trade conditions was 
due to stabilization of European currencies and improve- 
ment in the credit position of central European countries. 
Till 1929 this recovery continued. But tlie collapse 
of Wall-Street in October, 1929 again upset the Indian 
trade. The American collapse affected the whole world. 
Most of India’s important customers suffered and so Indian 
trade also declined seriously. Most of tlie countries includ- 
ing Bi'itain went off the Gold-standard and tlie international 
trade was very much slmckled and restricted by the imposi- 
tion of all sorts of tariffs, import-quotas, control of exchange 
etc. The world trade depression set in ivith greatest in- 

29 



226 


TRADE 


tensity and India was fully in the grip of this unhcaid 
. of trade-depression. 

Trade depression and Indian Trade;— The 

depression affected Indian trade adversely more than other 
countries because India was an agricultural country and 
mostly exported food stuffs and raw-materials. There was 
over-production of agricultural commodities and even of the 
manufactured articles in comparison to consumption, and 
the prices fell. But the prices of agriculture commodities 
fell to a much greater extent thair the manufactured 
articles. Therefore the exports of India fell very much 
in corhparison to the imports. In foreign countries there 
tvas very little demand for Indian raw-materials and there- 
fore the exports declined to' a very great extent. But 
imports also declined because of reduced purchasing 
power of Indian peasant. But in 1932-33 the situation 
became very critical when the value of Indian exports 
reached the very low figure of Rs. 136 crores. The 
value of Indian imports did not come down to the sarrte 
extent, because the prices of manufactured articles did not 
come down to the same extent. The Avorst phase of the 
depression came down to an end in 1932 and the early 
months of 1933 had seen a considerable re\'ival of business 
activity in several countries. 

Signs of recovery became apparent in 1933 and the 
world depression seemed to be over by 1936 and the prices 
started rising both in respect of agriculture produce and 
manufactures. By this time the European countries were 
again spending huge amounts on armaments and war 
preparations which gave a stimulus to heavy industries 
and had an exhilarating effect on the general economic 
situation. But the restrictions on imports through quotas, 
high tariffs, trade agreements still continued and Indian 
foreign trade did not recover to the same extent as it might 
have. otherwise done, 
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Tlierc was a clowTiward tendency in world’s prices 
towards the end of 1937 due to what is called a “recession” 
in business activity. Thi^ continued till the first few 
months of 1939 when a rise in prices rvas noticed. During 
this “recession” period Indian export trade suffered to a 
considerable extent. 

Indian trade during War (1939) In Septem- 
ber, *1939 titc war broke out in Europe and the Indian 
trade was very much affected by it. In 1938-39 the Indian 
exports were Rs. 169.3,5 and the imports were 152 crores. 
In 1939-40 tire exports rose to Rs. 213.62 crores and tlie 
imports increased to Rs. 164.72 ci-ores. Though trade 
rv'ith enemy countries rs'as stopped yet the loss of those 
markets was more than compensated by the enormous 
^var demands for Indian goods by tlie allied countries. 
The Government of India placed certain lestrictions on tItc 
export of various goods from India due to rvar exigencies. 
This ^vas done to stop the flow of goods from India to enemy 
countries by indirect routes. In order to do arvay witlr 
this possibility altogetlicr the Government e\'oIved an 
elaborate system of export licences so tliat tire Indian goods 
may not find their way in the enemy coimtries by any 
ingenious device. Besides placing restrictions on e'xports 
the Government also placed certain restrictions on the 
import of various articles. The restrictions imposed on 
the imports in order to relieve the pressure on available 
tonnage in shipping and also to conser\^e foreign exchange 
import control licences had been in opeiation since May 
1940. In 1940-41 India’s foreign trade showed further 
deterioration. The exports were Rs. 186.90 crores and 
the imports were Rs. 156.79 crores. The decline in 
exports was due to tlie closure of many European markets 
of India on. account of their occupation by Germany. 
The lower import figmes were mainly diie to the non- 
availability of shipping facilities. ' 
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The loss of continental export markets by India 
caused some anxiety to the Government of India. In 
order to find out whether some alternative markets ean ^ 
be found for Indian goods in July, 1940 the Grcgory-Mcck 
mission was sent to United States of America. The 
report of the mission was published in January 1941. The 
experts were definitely of opinion that U.S.A. could not 
purchase more of Indian goods. There was no chance 
of U.S.A. becoming an clfcctive substitute market. 
India’s principal exports like' -jute, —--wheat,* '■gfouiTdnuTs^ 
oil cakes, raw hides, and skins and cotton co uld not be sol d 
to America on account of the fact that they being bulky 
could not be transported with advantage. Moreover 
America had plenty of her own cotton. She also produced 
enormous quantities of wheat and groundnuts. Jute 
was the only commodity which U.S.A. did not produce 
but its demand was also very limited because she used 
cotton and paper substitutes for jute. She did not need 
Indian oil cakes and she had enough of her own hides and 
skins for tanning purposes and therefore she did not need 
Indian hides- and skins. Moreover due to Pan-American 
Trade pacts South-Amcrican products found a readier 
market in U.S.A. Many South American countries 
produced the same products like linseed, oil cakes and 
groundnuts etc., which India cxpdrtM‘'‘^Ttl''TlTicy^ were 
potential competitors of Indian products. But the mission 
envisaged some prospects for finding a market for Indian 
manganese ore, mica, rubber etc., in United States of 
America to be utilised for manufacturing of armaments. 

On December 7, 1941 Japan declared war against 
the British Empire and U.S.A. The declaration of war 
by Japan was of great significance to Indian foreign trade. 
Already the Japanese assets were frozen in India in July, 
1941. India used to' export to Japan large quantities of 
raw eotton, pig iron, manganese, hides and skins etc. 
She used to import from Japan cotton-goods, artificial 
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silk goods, chemicals, glassware etc. ^Vitli Japan be- 
coming an enemy country the foreign trade of India 
was seriously affected. The . exclusion of Japanese, Ger- 
man, and central European countries imports did not mean 
any loss to India as Indian industries got an opportunity 
of developing and in fact the Indian industries experi- 
enced unparalleled prosperity in those days. Had not 
Indian Government and the British conservative states- 
men adopted a policy of not allowing India to develop 
new and heavy industries like -motor, railway engmes and 
others, India Avould have emerged out of the war one of the 
foremost industrial countries of the world. But as far as 
e.xports Avere concerned India depended very much on 
Japanese market for cotton. Japan used to purchase 
huge quantities of Indian cotton, ^\■ith the closure of 
important e.xport markets for a number' of commodities 
particularly ra^v-cotton and raw jute, and the cessation 
of import of food grains notably rice efforts were made 
by the Government to induce the cultivators to reduce 
the cultivation of cash crops and to increase that of food 
crops. The other principle items of export to Japan like 
pig iron, iron ores, scrap iron etc. are urgently needed 
in the counUy itself for manufacturing war materials 
and therefore closing down of markets for these goods did 
not create any problem in India. 

In 1941-42 the imports further declmed from 
Rs. 156,79,40,000 to Rs. 152,26,71,000. But exports 
rose from Rs. 186.9 crores to E.s. 237 crores. This was 
due to the fact that due- to ^var orders ^vhich the allies 
placed %vith India, India was exporting much more than 
before, ^vhile tlie imports ^vcre going do^vn. Thus 
India had a very favourable balance of trade Avhich 
was accumulating m Britahr in the form of sterhng 
assets. The favourable balance of trade continued during 
the remaining period of ^var and huge sterlmg assets accu- 
mulated in Britain in India's account, (over 1,000 crores). 
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Characteristics of Indian trade ; — The following 
iu'e the chief characteristics of Indian foreign trade ; — ■ 

-(1) The exports from India mainly consist of food 
stufl's and raw materials. The most important Indian 
exports arc the following : — 

Raw cotton, manufactured jute, raw jute, tea, hides 
and skin, oil seeds, foodgrains, metals and' ores, wool, 
tobacco, oil cakes, fruits and vegetables and lac also figure 
largely in the export trade of India. The above list 
clearly shows that India is mainly an exporter of raw 
materials. But the reverse tendency is also discernible 
though it is very weak. India is gradually exporting 
increasing quantities of manufactured articles as well. 
During the recent Great War Indian mills were made to 
supply besides tea and jute, cloth to African and Asiatic 
countries, paper, leather, sugar and other manufactured 
articles were also exported from India to these and other 
allied countries. Had India a National Government to 
safeguard her interests and shipping facilities for the 
import of machinery were provided India would have 
developed her industries at an astonishingly rapid rate. 
But these facilities were denied to her and the opportunity 
which war offered to India could not be availed. But 
there is no doubt that after the war the ]3crccntage of 
manufactured articles in the cxpoit trade of India is bound 
to increase. In spite of these tendencies, however, it is 
clear- that the salient feature of Indian export trade is the 
same as described above, that is, she is mainly an exporter 
of raw materials. 

(2) The principal imports of India are manufactured 
articles. Cotton piece-goods, cotton yarn, cotton, oils', 
machinery and mill work, metals and ore, vehicles, • in- 
struments, apparatus, and appliances, artificial silk, chemi- 
cals, dyeing and tanning substances, paper and pasteboard, 
drugSj and medicines are important items of import. 
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(3) An important feature of Indian foreign trade is 
that there is generally an excess of exports over imports. 
This is why mostly India has a favourable balance of 
trade. Causes responsible for this feature are more than 
one. Firstly India was a debtor country till 1942 and 
had to pay interest for the interest charges. During the 
war period the accumulated sterling balances were utilised 
by the Government to pay off the sterling loans. Secondly 
India has to make payments to England under the head- 
ing “Home charges”. Thirdly there are certain visible 
items of Indian imports like banking, insurance, shipping 
services, and Indian students studying abroad for which 
India has to pay. Whatever favourable balance remains 
after calculating these items is paid by the import of precious 
metal in the country. 

(4) A very significant characteristic of Indian foreign 
trade is noticeable during recent years specially after 
1920 that the trade is moving away from the United 
Kingdom and the empire to other foreign countries. In 
the beginning of this century U.K. was supplying 
.69 p.c. of the Indian imports. Her share came down to 
64.1 p.c. in 1913-14, 45.5. p.c. in 1918 - 19 , 30.5 p.c. in 
1938-39 and 35.2 p.c. in 1939-40. The average of the 
Empire in the import trade was also reduced in 1939-40 
to 56,3 p.c. while the average before the war of 1914-18 
was 69.7 p.c. This tendency of drifting from U.K, 
and British Empire was most marked in the import trade. 
As far as export trade of India is concerned the tendency 
is not so marked. In the beginning of this century United 
Kingdom took nearly 29 p.c. of our exports. In 1914 
her share was reduced to 24 p'c. During the war of 1914-18 
the average of share of U.K. was 31.1 p.c. - This increase 
was due to the fact that -war exigencies stopped the free 
flow of trade and United Kingdom purchased raw 
materials and fbod-stuffs for war purposes and exports 
to enemy countries and also in some cases to neutral 



232 


TRADE 


countries were stopped. The average share of the United 
Kingdom in the five-year period after war 1919-24 came 
down to 24.2 p.c. In 1938-39 her share again increased 
to 34.3 p.c. which- came upto 35.1 p.c. in 1939-40. This 
increase was also due to the war reasons. Due to war 
the share of the Empire in the export trade of India also 
increased to 55.9 p.c. 

(5) Another feature of Indian foreign trade is that 
while she imports a great variety of articles, her export 
trade is mainly confined to a few important commodi- 
ties such as raw cotton, jute, oil seed, foodgrains, hides 
and skins etc. 

.(6) Import of precious metals was also a prominent 
feature of Indian foreign trade. The westerners used to 
blame India for having an insatiable hunger for gold and 
this was one reason why India , was never aIlo\Ved to have 
gold currency. But since 1931 there has been a definite 
change. Instead of importing gold India went on ex- 
porting enormous quantities of gold. Indians regard 
this gold export as frittering away India’s real assets, while 
the Government vie^v is that it is merely sale of distress- 
gold.” 

(7) During recent years India has lost many export 
markets. Before the out-break of war in 1939 Germany, 
Italy and some other countries adopted the policy of isola- 
tionist economy thereby shutting the import of foreign 
countries. Therefore the market for Indian exports 
shrank considerably since 1931. When the recent war 
broke out India lost more export markets due to German 
domination of almost the whole continent. This reduced 
the extent of India’s export market in Europe. To com- 
pensate the loss of these markets and to find out the possi- 
bilities of the American market for Indian exports Gregory- 
Meek Commission was appointed. But they could not 
hold out any hopes for the Utilisation of America as a 



CHAPTER XXn 


>>■ 

233 

substitute market for Indi.an exports. Japan also became 
an enemy countiy and being die most important customer 
of India affected her trade to a considerable. extent. The 
loss of Burma further adversely affected die foreign trade 
of India. 

War and Indian Exports and Imports : — ^The 
war has dislocated die foreign trade of India and many 
of her markets were closed. During die rear exports 
from India to U.S.A. increased by nearly three times. 
This ivas a temporary rise and ivas sure to come doira 
when the ivar ivas o\-er. During the war period India 
exported certain manufactured goods like cotton piece- 
goods, cement, instruments etc. to South Africa, Australia, 
New Zealand, Ceylon, Kenya etc. 

Land frontier trade; — India has frontier trade 
with Afghanistan, Central Asia, Persia, Nepal, Tibet, and 
'Western China.' In the Nordi-'West frontier communi- 
cation with the trans-frontier countries is maintained by 
Bolan Pass and Khyber Pass. The principal commodities 
diat are imported by India from these countries are grain, 
fruits, raiv-ivool, liiing animals, and raiv-silk. The 
most important exports are cotton goods, sugar, leather- 
manufactures, tea, and silk goods.' 'With further improve- 
ments in trans-frontier communication, trade ■witii these 
countries is likely to develop steadily. It ivill be of great 
advantage to India to develop, the land frontier trade to 
the utmost possible extent, specially as, ivith the progress 
of the manufacturing industries in India the importance 
of these trans-frontier markets" will be greater than ever. 

Entrepot trade of India : — The entrepot trade 
consists of re-exports of articles which is’ere imported pre- 
viously. The country carrpng on this trade serves only 
as a distributing centre. The entrepot trade of a country 
is totally dependent on her geographic position. If a 
country is so ivell situated that she can receive tlie goods 
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coming from distant countries more conveniently and 
distribute them to the neighbouring countries entrepot 
trade is bound to emerge. From very early times India 
has had a certain amount of entrepot trade principally 
due to her geographical position. Being situated in the 
centre of eastern hemisphere she is a convenient halting 
place for the trade between the Far East and the west. 
In olden times silk-goods, porcelain, pearls, precious 
stones, Venetian glass, and spices figured largely in Indian 
entrepot trade. 

At present the principal countries with which India 
has entrepot trade arc the United Kingdom, U.S.A., 
Burma, Ceylon and their respective shares in the total 
entrepot trade are 30, 28, 12 and 4 p.c. Iraq, Arabia, Iran, 
and Kenya 3 p.c. of Indian entrepot trade each. Bom- 
bay is the most important port which carries on this trade. 
Important commodities now in entrepot trade of India 
are raw skins, raw-wool, foreign sugar, spices, cotton 
goods, instruments, chemicals, metals and ores, hard^vares 
etc, mill work etc. It must be noted that the entrepot 
trade of India is mostly in the manufactured articles 
which India receives' from western countries. 

India’s balance of accounts : — On the credit 
side of India’s balance of accounts, we find exports 
of merchandise, tourists-expenses, remittances by foreigners 
to India for the upkeep of schools, missions, and various 
charitable institutions and loans raised outside, the country. 
On the debit sides, we have imports of merchandise, and 
imports of precious metals*, interest charges on loans 
raised outside the country, -.repayment of loans raised 
abroad, remittances by European businessmen. Govern- 
ment officers etc., profits of foreign banks, and insurance 
companies, freight charges of foreign shipping companies, 

♦Since 1931-32 India exports gold and as such this item should be 
- shown on the credit side of her account. 
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home charges, i.e., expenses on Government Accomit abroad 
in connection with furlough, pay, pensions, various articles 
like bulhon stores etc. purchased for Government of India, 
remittances by parents and guardians to Indian students 
abroad, and tourist expenses of Indian Princes, chiefs and 
ordinary travellers. Generally India has a favourable 
balance of trade ■when only visible items are taken into 
account. But ivhen ive consider tlie in\dsible items of 
imports of India hke the sendees from foreigners etc., this 
favourable balance cancels itself. 

The ‘drain’ It has been already stated tliat India 
generally has an excess of exports over imports. This 
excess is mainly attributable to tlie expenditme on 
Government accoimt called die “Home-charges.” The 
patriotic Indians have asserted that ‘Home charges’ are a 
regular drain of wealth from India to Britain and in 
this form India is made to pay a tribute to the ruling 
country. Sh Theodore Morison defines die ‘drain’ as diat 
portion of India’s debits for which in any given year 
she receives no equivalent in goods or money. 

By analysing ‘Home charges’, ive find that it 
includes pa^mients for debt sendees, purchases of stores. 
Army, Na\y, India Office, furlough pay, pensions etc. 
If ive- trace die history of India’s pubhc debt we find 
diat many loans ivere hicurred not for die benefit of India, 
but for imperial purposes. Many wars in die Middle East 
Africa and Far East -were fought for the benefit of British 
Empire and India was made to raise loan for financmg 
them. To diis extent diere is element of di'am ■ in 
die pa^nnent of capital and uiterest on those loans. 
Odierwdse if borrowed capital is utilised for die develop- 
ment of die countT)^ pa^anent for debt services cannot be 
regarded as drain. But the payments for loans which 
ivere not utilised for the development of India construed 
as drain, because India- did not receive any equivalent 
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in goods, money or otherwise. As regards other items :ln 
the home-charges India does receive some material equi- 
valents although there is also a certain amount of drain in 
these payments.' For instance by thoro.ughly Indianising 
the civil and military services un-employment among edu- 
cated Indians could be reduced to the minimum and much 
economy could be made and thus the tax-payers could 
be relieved. It lyould be really wrong to call the whole 
of the home-charges a ‘drain’ although there are parts 
of it like the payments for war debts fixed on India which 
can be justly said as ‘drain’. 

Internal Trade : The internal trade is classified 
into two categories (1) Coastal Trade (2) Internal Trade. 
When Burma was a part of India, India had considerable 
coastal trade with her. After Burma was separated from 
India trade with Burma is regarded as foreign trade 
so that the coastal trade figures of India have shown a 
dfecline. The principal ports which account for the major 
portion of coastal trade of India are Calcutta, Bombay, 
Karachi, and Madras. To ensure tire fullest- possible 
development of coastal trade in India a comprehensive 
programme of port development, the building up of an 
Indian Mercantile Marine, and a proper co-ordination 
between coastal and railway traffic are necessary, but 
these, are topics on which we have already written at 
length elsewhere. 

As regards inland trade, it is not at all possible to get 
reliable statistical data. It is estimated that India’s 
internal trade is more than fifteen times her foreign trade. 
Whatever the figures may be it can be said without doubt 
that India has a very large inland trade. But unless reliable 
statistics regarding internal trade are available its relative 
importance as compared to her foreign trade cannot 
be ascertained. Government used to publish annually a 
compilation called the Inland Trade (Rail and river-borne) 
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of India. The figures given related to quantity only in 
most cases and their value was^iot given. This publication 
ceased in 1923 and again it has been revived under a dif- 
ferent name since 1933, but still figures- relating to the 
A'alue of the trade are lacking. 

^Vith the development of rail and road communication 
tire internal "trade of India has increased rapidly. If the 
rural areas are also supplied with metalled feeder roads 
the internal trade of India is bound to increase to a ver)' 
great extent. 

Indian Exports and Imports ; — As regards exports 
the most important is raw and manufactured jute 
accounted for nearly 27 per cent, of the total export trade 
in 194'l-4-2. Next in importance is cotton raw and 
manufactured which accomited for nearly 22.6 per cent, 
of the total export trade. Tea accounts for 16.57, oil 
seeds 4.43, leather 2.54, metal sand ores 2.99, grain, pulse 
and flour 4.39, hides and skins raw 2.02, wool raw and 
manufactured 1.45, tobacco 0.96, fruits and vegetables 
1.30, lac 2.07, oils 1.11. Otlier articles are oil cakes, coal, 
coir, spices, rubber-raw', hemp-raw, coffee, pro\asion and oil- 
man stores, fish, chemicals, drugs and medicines, dyes and 
colours, sa’tpetre, paraffin rvax, ■\vood and timber, apparel, 
sugar, animals living, silk raw and manufactured, fodder, 
etc. _ 

As regards imports the most important item was 
that of cotton and cotton goods which a,ccounted for 
12.78 per cent, of total imports m 1941-42, grain pulses 
and flour 8.67, oils 12.61, machinery 7.92, metals and ores 
4.48, vehicles 7.52, instruments, apparatus and appliances 
'3.00, artificial silk 1.86, chemicals 3.2 If dyemg and 
' tannhig substance 2.71, paper 2.34, sugar 0.62, wood 
and timber 1.58, provisions and oil-man stores 1.48, 
drugs and medicines 1.50, spices 1.28, hardware 1.27, 
liquors 1.26, wool raw and manufactured 2.60. Other 
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articles are silk raw and manufactured, rubber manufac- 
tures, fruits and vegetables, tobacco, glass and glass- 
wares, precious stones, tea chests, stationery, arms, ammu- 
nition. and military stores, millinery, apparel, porcelain, 
toys and requisites for games, soap, paper making material, 
umbrellas, tea, animals living, boots arid shoes, fish, jute, 
and jute goods, coal, paints and colours — tallow and wax, 
gums, resins and lac, and other articles. 


CHAPTER XXm. 

TRADE AGREEMENTS. 

Imperial Preference A study of some of the 
’ Trade agreements into which India has entered in recent 
years is not possible without understanding the back- 
ground of Imperial Preference. The term imperial 
Preference’ means some kind of preferential arrangement 
that is made amongst the different countries of an Empire, 
here the British Empire, in matter of the mutual trade 
relations. So far as the mere theory goes, there is nothing 
tvrong in such an arrangement of preferences being 
granted by one country within the Empire to another 
country, the only essential condition being that such an 
arrangement should be the result of the free will of 
all the parties concerned as expressed by the public opinion 
of the countries involved. But if we look at -the 
question of Imperial Preference as applied to India 
from a historical standpoint, we will atonce be struck with 
tile glaring fact that the essential condition i-eferred to above 
has all along been lacking. The real motivation for the 
movement of' Imperial Preference came from the rising 
competition that England began to experience in the 
last quarter of the 19th century from countries like France, 
and Germany, and 'later on from U.S.A. and Japan 
also, in the field of industrial production as modern capi- 
talist industrialism was taking root in these countries as 
well by and by. Canada was the first to begin it by 
lowering her duties by one-eighth in favour of British 
goods in 1897. Soon other colonies also followed suit, 
though England, entrenched in her free-trade policy that 
served her interests so well, at first did not reciprocate. 
^Vith the passage of time the movement gathered 
momentum and by 1922 preferential tariffs rvere in opera- 
tion in twenty-six British colonies. The benefit of the 
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preference ^s^Ts generally meant for British goods only, 
though in some eases they Averc extended to other parts 
of the Empire also. Ultimately with a change in the 
situation, Britain also fouUd it possible to make virtue 
out of necessity and she reciprocated by means of 
preferential duties on some goods of Empire origin. 
The enactment of the Import Duties Act in 1932 was an 
important step which Britain took in this matter. The 
world-wide trade depression of the thirties had aggra- 
vated the situation and the proWem of Imperial Preference 
as a means to organise the whole Empire into an economic 
unit had come to the front as it never came before. 

The Indian attitude towards Imperial Preference 
has always been that of out-and-out opposition. And 
one remarkable fact in this connection has been that of 
the public opinion in the country being one with that 
of the Government of India till very recently, when the 
latter underwent a re-orientation under the unprevent- 
able pressure of the White Hall. It was, in the year 
1903 that for the first time Lord Curzon’s Government 
pronounced against Imperial Preference on a number 
of grounds the net result of which was that India had very 
little to gain and very much to lose. More or less the 
same opinion was expressed by the representatives of the 
Government of India at the Imperial Conferences of 
1923, 1926, and 1930, though they did not object to 
partial and limited preferences which were granted in the 
case of Iron and -Steel industry in 1927 and 1934 and in 
the case of Cotton Textiles in 1930 and 1934, 

The main reason for India’s opposition to any 
arrangements on the basis of Imperial Preference ought 
to be more than obvious to the meanest of intelligence, 
India is industrially a backward country but with vast 
potentialities for industrial development in future. Her 
economic well-being, as we have already seen, • requires 
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tliat tile existing dependence of the country on one single 
industry, agriculture, to such a great extent should be 
ended. This is not possible unless a ivell-planned policy 
of industrialization under the state protection (and also 
control) is, adopted. This protection would be necessar)' 
not only against non-British or non-Empire goods but also 
against British and Empire goods. Under such cir- 
cumstances any preference granted to the latter ^vould 
mean notliing better tlian a back-door breach in the policy 
of protection amounting to a great national loss. Similarly 
preferences that would result in encouraging our exports 
of raw materials and imports of manufactured articles 
cannot but be harmful to the real interests of the nation 
from a long range point of view. An important point which 
goes against the desirability of granting preferences is that 
regarding the burden on tlie consumer. "WTien preference 
is given in case of an article which is otherwise a protected 
one, it amounts to imposing a burden on the home con- 
sumer not in the interest of the home producer but of the 
foreign producer who gets a sort of subsidy at the cost 
of the consumer. This is the case of ‘Preference wthin 
Protection,’ and is definitely against the interests of the 
country granting such a preference. Even in those 
cases where tlie competition is only bet^veen , the 
two foreign producers, one preferred and another non- 
preferred, and the preferred one is inefficient and his 
ex-duty price is higher, in which case only differential 
duties are necessary, the total consumer’s burden is more 
than tlie total revenue obtained by the Government 
and tlie difference betiveen die tivo is no better than a 
present to the preferred inefficient producer because 
he is able to sell his product in a given quantity at a price 
governed by the higher duty but has himself only to pay 
a lower rate of duty. And even if the ex-duty price of 
the preferred article falls beloiv the ex-duty price of the 
non-preferred one • and the latter ceases to be imported, 
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the burden on the consumer frittered away to help the pre-* 
ferred producer would not come to an end.* All this 
leads us to the conclusion (hat granting of preferential 
duties to Empire goods cannot be cilhci in the interests 
of the nation as a whole or in those of the home consumer. 
And still India found herself in a quandary in 1932 at the 
Imperial Economic Conference at Ottawa, and had to 
fall in with a general scheme of Imperial Preference. Wc 
shall now examine the agreements between India and 
England in detail against the above back-ground. 

The Indo-British Trade Agreement (1932) 

This agreement was concluded between India and the 
United Kingdom at Ottawa. According to the terms 
of the agreement, so far as India was concerned a prefe- 
rence of 10 per cent, was granted to a number of com- 
modities mentioned therein and imported from United 
Kingdom. On certain classes of motor vehicles, how- 
ever, a preference of 11 per cent, only was granted. 
Similarly Britain granted a preference of 10 per cent, on 
several commodities imported from India into Biitain, 
free entry to a small group of commodities, and varying 
amounts of specific margins of preference on certain other 
Indian commodities. The tariff changes (on the Indian 
side) so affected by the Indian Tariff (Ottawa Trade 
Agreement) Amendment Act of 1932 (December) came 
into force from 1st January, 1933. The Agreement ^ was 
ratified by the Indian Legislative Assembly in November, 
1932 provisionally for a period of three years.! The 
Ottawa agreement, however, aroused- a lot of criticism 
from popular, commercial as well as industrial opinion 
in the country.. And the same feeling found its definite 
expression in the resolution tliat the Legislative Assembly 

*See Indian Fiscal Policy : Adarkar. 

tTKe Assembly also ratified the Supplementary agreement regarding ’ 
signed on 22 September, 1932. The agreement granted 
differential duties in favour of British imports of iron and steel. 



CHAPTER XXIU 


243 


passed on 30th March, 1936, recommending the ter- 
mination of the Agreement. The Government of India 
' gave six montlis’ notice to terminate tlie agreement on 
13th May and tire United ' Kingdom Government accepted 
it. But subsequently the agreement rvas extended subject 
to termination at three months’ notice by either side imless 
it rvas replaced by a new agreement rvhich was signed on 
20th March, 1939 and which came into force from 1st 
.-^pril of tire same year in spite of an unfavourable vote 
of the .Assembly. 

Since its very inception, the question has been 
very hotly debated as to whedrer the Ottawa Agreement 
was in dre bek interests of the country or not. At dre 
very start we ha\'e to point out drat the existence of abnor- 
mal factors like dre world-depression of 1929-33, the 
growth of economic nationalism in several cormtries of 
Europe and the instability of foreign exchanges and 
formation of currency blocks, as dre Gold Block or the 
Sterling Block, introduced many new complexities in a 
problem already complex and the formation of any definite 
opinion rvas drus made very difficult. Let us, however, 
examine the various arguments put forward firom bodr 
the sides before rs'e arrive at our conclusions in the matter. 

One of the main arguments of the supporters of the 
agreement has been drat it resulted in an increase of exports 
of preferred commodities from India to United Kingdom 
at a* time rvhen the -imports of preferred commodities in 
the United Kingdom from all sources fell. For this the 
credit must go to the grant. of preferences. But here it 
must be remembered that this increase of exports from India 
to United Kingdom rvas much more in the same period 
(1931-1934) in case of non-preferred articles, ^^^lere- 
as the net increase in respect of preferred articles Avas only 
16.6 per cent, it was as high as 36.4 per cent in respect of 
non -preferred ones . This brings us to the conclusion 
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that there must have been other overwhelming forces 
than the preferences which were responsible for this 
increase of exports to United Kingdom and which were 
furtlier reinforced by the trade recovery ^vhich took place 
in' the United Kingdom after 1931. Another point \s’hich 
needs to be taken note of in this connection of increased 
exports of both preferred and non-preference articles from 
India to England is that tiiis increase lias been the result 
of diversion of trade from other countries to United King- 
dom, India reaping no net benefit on the whole. Re- 
ferring to tlie greater increase in the non-jireferred exports 
from India to United Kingdom as well as other countries, 
the supporters of the agreement, however, have replied 
that it was due to the character of the commodities con- 
cerned for they consisted mostly of raw , materials w'hich 
always commanded a ready market i,n Europe (cotton, 
jute, wool, hemp), while the preferred group consisted 
of such articles whose share of world trade had declined 
relatively to raw materials in the period. Regarding the 
diversion of trade from other countries to United King- 
dom, the protagonists of the agreement maintained that 
decline in exports to other countries was not the result 
of the Ottawa Preferences but of the policy of economic 
self-sufficiency which the European countries had adopted. 
They thus wanted to separate the increase of exports to 
United Kingdom as a consequence of the Ottawa agree- 
ment from the decrease of exports to other countries which 
they attributed to different causes altogether. 

So far we have examined the view point of the 
supporters of the agreement from the standpoint of exports 
and we find that on account of the existence of a number 
of complicated factors, quite opposing conclusions can 
be arrived at' and it is not very safe to base our judgment 
on them. But there are other facts of the case also. For 
example, the opponents of the Ottawa pact argued that 
of thfe preferred group, there were some articles such ag 
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tea, jute manufactures, goat-skins, castor-seeds, lac and 
Mica which did not need any preference as all of them 
excepting tea dominated the market, whereas tea 
could take care of itself due to Tea Restriction scheme 
by which main producers of tea had arrived at an agree- 
ment amongst themselves. Then there were a few com- 
modities in which there was not much scope for future 
expansion because of the presence of Empire competitors, 
or because the article such as Indian tobacco, was not of 
the t^T>e required in the United Kingdom. In some cases 
the United Kingdom market was too small in comparison 
to foreign markets. On all this a-prior reasoning therefore 
it was concluded that Ottawa preferences really did not 
bring much advantage. And with the separation of 
Burma from 1st April, 1937, some of the important 
commodities enjopng preference (Rice, teak-wood, 
paraffin ^vax, pig, lead) were eitlier altogether dropped 
out of list or lost much of their importance. Another 
very damaging criticism was that some of the articles which 
benefited most from preferences, as tea or jute manufac- 
tures, were those dominated by British interests and hence 
the advantage Avent to diem rather than to Indians. 
Equally important was the fact that during the post-war 
years the trend of India’s foreign trade has been away 
from the Empire ivhich means that India should be very 
careful about maintaining her foreign market. The 
Ottawa agreement, however, is a hinderance in our 
way as it. already binds our hands in respect of a number 
of commodities dius reducing our bargaining capacity as 
we have left very little with us to offer to those Countries. 
And so far as England was concerned it rvas argued that 
there ivas no fear of retaliation as England in her owm 
interests could not afford to refuse to have Indian raw 
materials free of duty -which form the major part of our 
export trade. And this in fact leads to the crux of the 
whole question which must be the determining factor in 
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giving our final verdict about the Ottawa pact. The 
preferences that we granted to British imports were at the 
cost of our own industrial development as the imported 
articles competed with the Indian goods. Whereas the 
preferences granted to Indian exports to the United King- 
dom did not involve any competition with internal pro- 
ducts, actual or potential, but were actually helpful in 
that the imports were complementary, as raw materials, 
to British production. The fact of the matter is that 
there can exist no common ground of co-operation 
between a country which is industrially undeveloped 
but is anxious for future development and has 
resources for ijt, as India, and a country that is 
industrially developed and stands in need of markets for 
finished goods or sources of raw materials as England. 
The only basis of co-operation between the countries can 
be that the developed country agrees to help the developing 
country by providing such articles as machinery etc., 
which is necessary for industrial progress and that also till 
those articles are not manufactured in the country itself. 
Obviously this was not the basis of agreement between 
India and the United Kingdom arrived at in 1932. 
Hence on the basis of these uncontrovertible a-priori 
reasonings our verdict goes against the Ottawa agreement 
which was not in the best interests of the country. 

The Bombay-Lancashire Textile Agreement; — 

This agreement was signed between the Mill-owner’s 
Association, Bombay, presided over by Mr. H. P. Modi 
(now Sir) and the British Textile Mission, led by Sir 
William Clare Lees, at the close of the year, 1933 and 
was to remain in force till December 31, 1935. The 
agreement is popularly known as Mody-Lees Pact also. 

The agreement reiterated India’s right to protect 
her industry even against Britain, but at the same time 
admitted that a higher measure of protection was required 
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against other cduhG'ies. In other words it was a case of 
accepting the principle - of ‘preference -within protection’ 
which is nothing better than back-door sabotaging of 
protection in favour of a foreign imperialism. 

The agreement pro-vided for the following: — 

(i) Stabilization of tariff on imports of cotton goods 
from U.K., after the removal of the revenue surcharge, a 
20 per cent, ad valorem, (ii) There should be differential 
duties in favour of Britain on imports of cotton yarn and 
piecegoods. {in) Import duty oh the U.K. imports of 
cotton yarn should not exceed 5 per cent, ad valorem 
or 14 annas per lb. {iv) There should be duties of 30 
per cent, or 2i annas per square yard for artificial silk 
and 30 per cent, or 2 annas per square yard on mixtures 
of cotton and artificial silk, {v) In the Empire and other 
overseas markets Indian, goods should get the same 
advantage as the British goods, [vi) The British cotton 
industry should take effective action to popularise Indian 
cotton in Lancashire. The Indian Tariff (Textile Pro- 
tection) Amendment Act, 1934 incorporated the tariff 
provisions of this agreement as well as of the Indo-Japanese 
Trade Agreement which we shall' discuss belo-w. 

• About the usefulness of the. agreement’ the opinion 
in the countr)^ has been a divided one. As regards the 
benefits of the pact, it has been suggested that exports 
of Indian cotton to United Kingdom have increased 
owing to the efforts of the Lancashire Cotton Committee 
established with the definite purpose of encouraging tlie 
Indian raw cotton in Lancashire mills. No^v it is a fact 
tliat there took place relative as well as an absolute 
increase of exports of raw cotton from India to United 
Kingdom during die period of the agreement, but it is 
difficult to say how far the increase ivas due to the agree- 
ment only and not other factors, as the tendency of Indian 
foreign trade, to divert from other countries to U.K. and 
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the favourable parities that obtained. The increasing 
proportion of the Indian cotton of the world consumption 
of all cottons. (It was 9 per cent, in 1932-33 and rose to 
14.2 per cent, in 1935-36) clearly showed that price consi- 
deration ^vas a factor of decisive importance. Another 
benefit , claimed from the agreement has been regarding 
the extension to Indian goods of any advantages ^vhich 
the British goods might get in other Empii'c countries. 
But for all practical purposes this .advantage was of little 
value as the Indian mills had no chance of capturing any 
appreciable markets overseas in the face of prevailing 
competition there. And as against these doubtful advant- 
ages, India suffered a definite loss (about a crorc of rupees 
per annum) by sacrificing the cojisumcrs’ burden in favour 
of British interests and by agreeing to withdraw much of 
tlic protection that the Indian industry formerly enjoyed 
because of preferential duties granted to United Kingdom 
Imports of cotton and artificial silk fabrics. Then another 
very important cirticism against the agreement was that 
it was not supported by the whole textile industry of the 
country. Considering all these points, therefore, for and 
against tire agreement, there is the irrcstible conclusion 
that though the agreement offered very definite a4vantagcs 
to Britain, what India received in rclurn was jicithcr so 
certain nor commensurate with the loss suffered. 

The Supplementary Indo-British Trade Agree- 
ment (1935): — It was on the 9th of January, 1935 that 
this agreement was signed between the Government of 
India and His Majesty’s Government. It contained the 
very same principles which formed the part of the Ottawa 
agreements between the U.K. and the Dominions. The 
terms of the agreement provided for the following: — 

(i) The Indian industry had a right to protect 
itself against ' the British' industry also, but the protec- 
tion may be lower than against other countries. This 
meant an acceptance of the principle of preferential duties. 
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{ii] Protection was to be granted to industries under 
the terms of discriminating pi'otection only. 

(iti) The extent of protection should be such as 
to equate the prices of imported goods with the fair 
selling prices of similar goods produced in India. In 
keeping with this, wherever possible lower duties may 
be imposed on British goods. 

{iv) The British interests would get an opportunity 
to put their full case before the Tariff Board whenever 
it examined the case of any' industry for substantive 
protection. 

(a) The Government of India on their own motion 
or on the request of His Majesty’s Government would 
have a light to rewew the existing protection during 
the period of its currency even if any important change 
occurs in the conditions of the protected industry. 

(w) His Majesty’s Government would give con- 
sidera^on to the steps that might be taken to develop the 
import from India of raw or semi-manufactured materials 
used in the rnanufacture of articles which are subject to 
preference in India. Popularising the use of Indian 
cotton was one such step. Privilege of duty free entry of 
Indian pig-iron into the United Kingdom so long as pre- 
ferential duties of the Iron and Steel Protection Act of 
1934 continued in connection with British imports of iron 
and steel goods was ^mother instance in the point. 

The agreement obviously had a hostile reception 
in the country and when the Assembly was called upon 
to consider it, it rejected the agreement, (January'', 1935). 
It therefore, had to be certified by the special powers of 
the Governor General. The agreement continued up 
to 31st March, 1939 when it lapsed with the main Ottaiva 
agreement. It has not been reneived since then. 


32 
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The reasons why llic Indian opinion was opposed 
to the agreement arc more tlian obvious. Tlic Indian 
commercial opinion waS never consulted and the principles 
that it accepted had no other cfTcct than that of whittling 
down the whatever fiscal autonomy India was popula- 
rised to possess. Fur,thcr, the argument of the Govern- 
ment that the principle of preferential duties India had 
already accepted in ease of Steel Industry Acts of 1927 
and 1934 and Cotton Industry Act of 1930 was no belter 
than moralising out of helplessness. The country had 
agreed to preference within protection in 1927 and 1930 
only under distress and on the iiasis of having ‘something’ 
rather than losing all and that could not be made any 
e.xcusc for such an infliction at any future time. 

The New Indo-British Trade Agreement 
( 1939 ) : — The agreement was signed between the Govern- 
ment of India and His Majesty’s Government in London 
on 20th March, 1939. The agreement when placed before 
the Indian Legislature was rejected, but in spite of this it 
came into force and its term was fixed up to 31st March, 
1942. The Indian Tariff Bill of 1934 wa,s also amended 
by the special power of the Governor General, on the 18th 
April, 1939 to give effect to the tariff changes necessitated 
by the new agreement. 

The Agreement contains in all sixteen articles. 
x\s between U.K. and India the agreement provides for the 
maintenance of various margins of preference for a num- 
ber of imports of Indian goods into the United Kingdom; 
continuance of free entry* for Indian goods which had 
free entry at the. time the agreement was made; free entry 
from all sources of a few other commodities: on the side 
of India, for the grant of a preference mostly of 10 per 
cent, or 71- per cent, on United Kingdom imports. 

rp. • means preference so long as foreign imports are subject to duty. 

This meant unguaranteed preference. ^ i- j / 
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Besides, there are reciprocal concessions embodied in 
Article 10 in regard to the export of Indian raw cotton 
to the United Kingdom and the import of British cotton 
goods into India. Preferences have also been exchanged 
on a wide range of goods prescribed in two schedules 
with the colonies, Protectqrates, Protected States, and 
certain British mandated Territories to which India 
has, besides agreed to give most-favoured-nation treat- 
ment.* 

This new agreement which came into force on, 1st 
April, 1939 replaced both the Otta^va and the Supple- 
mentary Agreements. The Supplementary Agreement 
tvas not • rene^ved because arrangements in I'egard to 
cotton and iron and steel formed the part of the ne^\' 
agreement, and so far as the general principles were 
concerned they were found to be of little direct value. 
This was a good featue of the agreement. Another \vel- 
come feature was that the scope of preferences granted 
to the United Kingdom Avas considerably narrowed by 
excluding certain articles coming in the categories of food, 
drink, tobacco and raw materials or semi-manufactured 
goods. Majority of items granted preference are such as 
were not manufactured in India, for example motor cars, 
cycles etc. 

In spite of a few welcome changes, the agreement 
aroused great resentment in the country. There 
were several reasons for this. Some of them ^\■ere of the 
basic character and we have referred to them in connexion 
witli th6 Ottawa agi'eement also. For example, the 
agreement left little scope for concluding bilateral agree- 
ments witli other countries as India had left \^ery little to 
offer, them in exchange for her exports. Similarly the 
preferences tliat India granted had the effect of adversely 


* India and Imperial Preference: Madan. 
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affecting the industrial development of the country, present 
and future, whereas the preferences that England granted 
were such as were helpful to her industries, or in \yhich 
she had to face keenest competition. Besides these objec- 
tional features of somewhat basic nature, there were 
others also. First of all it is to be noted that separation 
of Burma from India has meant the abolition of some 
preferences (pig-lead, rice-meal etc.) and great reduction 
in the value of others (teak-wood, paraffin wax, rice and 
tobacco manufactured). Then loss of preference on 
wheat which was a preferred article beforehand, to afford 
freer access to American wheat to the British markets, re- 
duction of preference on rice, chrome-leather, certain jute 
manufactures and woollen carpets, and the refusal of the 
British Government to withdraw the drawback facilities 
in respect of linseed utilised in the manufacture of lin- 
seed oil were some of the other points of criticism made 
against the industry. But the weightiest criticism against 
the agreement has been made on the ground of the 
cotton article in it which linked the export of Indian 
raw cotton to Lancashire with imports of . British 
piece-goods in this country. The Agreement fixed the 
following basic duties on British goods: 17 J per cent, on 
printed goods, 15 per cent, on all others. The United 
Kingdom was granted a minimum import quota of 350 
million yards a year, and any ‘fall in imports below this . 
quota in any year was to be compensated after the end of 
the year by a 2^ per cent, deduction in the ^uty, which 
reduction was to be restored if' the Lancashire imports 
exceeded 425 million yards. Similarly the basic rates 
were to be increased, if the United Kingdom imports in 
any year exceeded 500 million yards, to such an extent 
as may be deemed necessary to restrict imports during 
the following year to the “maximum yardage” figure of 
the previous cotton-goods year (1st April, to 31st March). 
Besides this there was another linking arrangement between 
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cotton exports from India to United Kingdom and cotton 
piece-goods imports from United Kingdom into India. 
The standard figure for cotton imports into U.K. was 
fixed at 5 lakhs of bales for the year ending 31st December, 
1939, lakhs for 1940 and 6 lakhs of bales for subsequent 
years. Any fall in these figures was to be counted as an 
increase in the imports of cotton piece-goods into India 
from U.K. at the rate of 25 million yards for every 50,000 
bales or less of deficiency. If, however, the deficiency \vas 
to exceed 1 lakh of bales in 1939 or li lakhs in any subse- 
quent year, the duties were to increase. And if the United 
Kingdom imports of raw cotton exceeded 7-J lakhs of bales 
the duty on printed goods was to ^ be reduced to the level 
of the duty on other piece-goods. Thus increase and 
decrease in duty were also related to exports of raw cotton 
to U.K. The Cotton article containing the above provi- 
sions was criticized, first because the imports quotas of 
British piece-goods were fixed at a high figure, the mini- 
mum of '350 million yards being higher than the 'actual 
imports of 267 million yards in 1937-38. Secondly 
the standard figures for cotton imports into United Kingdom 
were very low. The un-official advisers to the Govern- 
ment of India had demanded the figure for cotton piece- 
goods imports to be fixed at 200, 300, and 400 million 
yards as minimum, medium and maximum and for raw 
cotton exports at lakhs of bales. The actual amount 
of raw cotton intake guaranteed by the U.K. under the 
agreement being low meant no sacrifice on her part, 
whereas India was bound to purchase British imports at a 
high figure. ■ Then, there was no guarantee that short- 
staple raw cotton in a definite proportion would be imported 
which was the main demand of the cotton growers in 
India. And on the top of this came the doubling of the 
import duty on- long-staple cotton of which no notice 
was taken in tlie agreement. All this made the cotton 
article very unfair to our country. 
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About the pig-iron, which was granted free entry, 
the British Government, however, reserved to itself.. the 
power to impose a customs duty on Indian pig-iron if the 
British iron and steel imports into India ^vcre subjected 
to import duties substantially less favourable to the U.K. 
than under the Iron and Steel Protection Act of 1934. 

Regarding the value of preferences in respect of 
other exports also the following points deserve mention. 
A number of articles as jute manufactures, coir, yarns and 
mats, hide and skin, leather and raw goat skins had no 
possibilities of any extension of markets because they already 
commanded a dominatmg share. To commodities like 
Tea and Jute, preferences were not necessary, in the case 
of the former because of the Export Regulation Scheme 
and in case of the latter because of its monopolist position. 
Thus it was in respect of a few commodities only as lin- 
seed, oil seed cake, woollen carpets that preference was 
of some value. And when all thesfc objections arc re- 
membered in the context of that deep resentment which was 
felt when the Tariff Amendment Bill of 1939 carrying 
out the provisions of the Agreement was certified by the 
Governor-General, the hostile attitude of the country to 
the agreement becomes easily understandable. How far, 
however, the agreement meant a fair deal to the country 
on which opinions have differed. But this mueh at least 
can be said without any fear of contradiction that what- 
ever insurance value these agreements might have had to 
India in a world of declining and contracting tracie, still 
in concluding them the best interests of the country were 
not the guiding consideration.. To this extent, therefore, 
there is no doubt that they must have been made inuch 
better than they actually were. But there is a more basic 
fact that must be emphasised even at the cost of repetition 
and- it is that any preferential arrangement whereby we 
agree to import manufactures or to export raw materials 
or food-stufis must be adjusted in our more permanent 
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scheme of country’s industrialization. Any agreements 
out of time with such a planned development of the country 
must be looked upon as great national loss. But our 
tragedy for tlie present lies not in discovering that these 
agreements did not fit in in the larger scheme of countr\'’s 
economic development, but in the fact that so far no 
such scheme was envisaged and framed. 

Indo-Japanese Trade Agreement (1934) : — During 
the last decade India began to experience very serious 
competition from Japan in respect of cotton goods 
and the trade relations of the two country got disturbed. 
In order to free herself, Government of India denounced 
the trade convention of 1904- unth Japan so that it - could 
noiv take action against her only. Japan thought of 
retaliation by boycotting imports of Jndian cotton. It 
was to stabilise this disturbed state of affairs, that an 
agreement ^vas arrived at between Japan and India in 1934. 

• The agreement made tlie following provisions ; 
(i) Both tlie parties agreed to extend to each otJier most- 
favoured-nation treatment. (n) Both had right to 
protect their industries by variations in customs-duty 
against currency depreciation, subsequent to 31st 
December, 1933. (in) Both agreed to reconcile tlieir 
mutual interests by negotiations when requested by either. 
So much for the convention part of the agreement. Tlie 
Protocol part of it laid down. : (i) The customs duties 

were not to exceed 50 per cent, ad valorem or 5^ annas per 
lb. whichever is higher on plain greys and 50 per cent. 
ad valorem on others, (ii) A system of quota was adopted 
for imports of Japanese goods^ and c.xports of Indian 
cotton. Japan was allowed to export in any year (April- 
March) 325 million yards of cloth (exclusive of re- 
exports) proinded she purchased one million cotton bales 
from India in a year (January-December). The ma.xi- 
mum of the Japanese imports in any year was fixed ai 
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400 million yards a year. For this purpose the basic 
allotment of 325 million yards was to increase .by 
li- million yards for every ten thousands bales of the 
excess over one million bales taken in any cotton year. 
The protocol part of the agreement was to come to an end 
automatically on 31st March, 1937, but the convention 
part of it was to terminate on the same date provided 
either of the contracting parties gave six months’ notice. 

No\^y, so far r^s the working of the agreement is 
concerned it showed a number of defects, besides some 
advantage that resulted owing to expansion in the cotton 
exports to Japan. It is, however, important to remember 
in this connection that this expansion in cotton exports 
to Japan was not solely due to the agreement, as Japan’s 
need for cheaper kinds of cotton for her cheaper lines of 
cotton goods must also count a lot for it. The revival 
in world trade after 1934 was also a factor. Japan, on 
the other hand reaped substantial advantages. Under 
the most-favoured-nation treatment Japan took full 
advantage by dumping all sorts of cheaper Japanese 
goods such as cycles, glassware, boots, shoes, woollens 
etc., in the Indian market and hence it was suggested that 
a comprehensive trade, agreement rather than one confined 
to any one commodity only should be made. The Japanese 
competition adversely affected a number of nascent Indian 
industries. Another defect noticed in the working of the 
agreement was regarding the evasion of the quota fixed 
for Japanese cotton piece-goods imports through a number 
of loopholes that existed. - Fents, artificial silk goods, and 
made-up cotton goods, such as shirts, pyjamas, skirts etc. 
which did not come within the letter of the agreement 
were imported into India in large quantities whose actual 
effect was defeating the very purpose of the agreement. 
Thus it was clear that the agreement required improve- 
ments in all these directions and Japan was a greater bene- 
fiter of the two. ■ 
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New Indo-Japanese Tirade Agreement (1937) 

V\^heh negotiations for a new agreement began all the de- 
fects mentioned above ^vere pointed out by the commer- 
cial community in India, but the revised agreement was 
substantially the same as the old one. No improvement 
was made eidier in the matter-of a more comprehensive 
trade agreement or including fents, artificial silk goods 
or made-up cotton clothes in the quota of the Japanese 
goods fixed.* Of course in respect of fents Japan was to 
limit the imports to a fixed quantity (8,950,000' yards) 
per year. The Government of India agreed that duty 
on cotton fents would not exceed 35 per cent, ad valorem. 
The separation of Burma from 1st April, 1937 from India 
called for a few modifications. The basic import quota 
was reduced from 325 million yards to 283 million yards, 
and die maximum limit of the imports of cotton piece- 
goods, which was -conditional on Japan’s taking million 
bales of raw cotton from India, was reduced from 400 
to 358 million yards. This new agreement came into 
force from 1st April, 1937 for 3 years ending on 31st 
March, 1940. As the new agreement was no improvement 
on die old, keen disappointment was felt in the country. 
Though it ^vas not forgotten that India requires an out- 
let for her raw cotton as Indian mills normally consume 
only 50 per cent, of our total production, still India’s 
position as a seller ivas not so iveak and the vieiv persisted 
that a better agreement from India’s \new point could 
have been arrived at. Japan’s engagements with China 
if eased, the situation regarding Japanese imports, the 
intake of Japan of our raw cotton also suffered. "With 
the entry of Japan into the present \var, trade relations 
with her are for the time being at an end and Japanese 
competition is non-existent. 

* Imports of artificial silk fents into India were prohibited and im- 
port duties on artificial silk piece-goods raised by the Finance Department 
Notification (1937) which helped the silk industry. 
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Provisional agreement (1940) ; — After the end of 
the* above agreement, negotiations for a new agreement 
began, but on account of a wide gap between the demands 
of tire two parties, the negotiations this time turned out to 
•be protracted. This time the Government of India wanted 
to^take a stiffer attitude in removing certain defects jjre- 
viously disclosed in the working of the agreement such as 
about the evasion of the quota as well in making improve- 
ments in respect of increasing minimum quota of 
raw-cotton exports from and cotton-goods imports into 
India. Japan naturally disagreed. Therefore until a 
permanent agreement was coircluded, there was a ten- 
tative arrangement between the two parties whereby the 
maximum figure for Japanese cotton textile imports to 
India was raised to 400 million yards annually, the 
rate of imports depending as before on the amount of raw 
cotton imports into Japan from India. The Japanese 
Government also announced that on the conclusion of 
the new agreement shipments of Japanese goods made 
on tlie provisional basis would be re-calculated and re- 
adjusted with retrospective effect from 1st April, 1940. 
This increase of the maximum, however, was strongly 
criticized by textile interests in India. 

The end of Japanese Trad 3 agreem.' nt(1941) ;«— 
The expected agreement with Japan could not be 
arrived- at and in July, 1941 tlie British Government 
denounced trade relations v/itli Japan and accord- 
ingly the requisite six months’ notice of the termination 
of the Japanese Trade Convention of 1934 was given 
to Japan. Soon Japan entered the present war on the 
axis side and there came an end to all kinds of relations 
\vith her which would continue so long as the ^var lasts. 

Indo-Burma Trade Agreement (1941) After 
the separation of Burma from India, for sometime trade 
relations between the two countries continued on the 
free trade basis. But the Government of Burma was 
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in need of money and wanted to raise revenue from 
customs. As a' result the free trade regime came to an 
end from 1st April, 1941 and the trade relations between 
die tivo countries came to be regulated under a Trade 
agreement which left both the Governments free, to impose 
tariff duties, subject to the reciprocal concession diat their 
general' tariff rates would give maigins of preference to 
goods of India and Burma as die case may be of 10 
per cent, against Empire, and 15 per cent, against foreign 
goods. Subject to these provisions, the contracting parties 
undertook to accord each other most-favoured-Empire- 
nation treatment. The agreement was to run for an 
indefinite period subject to denunciation by either part 
at six months’ notice. On the basis of this agreement 
Burma granted a number of concessions to India by 
admitting some, commodities free of duty and by fixing 
maximum import duties on special rates on others. 
Similarly India granted concessions to Burma. Trade 
in certain special articles as cotton goods, kerosene oil, 
timber and sugar were separately regulated. IVith die 
. occupation of Bijrma by the Japanese, however, in the 
present war, at present there exist no relations with her. 

The Question of suitable Foreign Trade " 
Policy:— 'iVe have discussed in the foregoing pages how • 
India, in the field of her foreign trade, entered into 
agreements ividi some countries in recent years.* This 
ivas a departure from her old policy of according universal 
equality of treatment to imports from all nations under a 
single line tariff. Though the agreements which, India 
made with United Kingdom or Japan did not receive 
the support of the commercial and popular opinion in die 
country, still there arose in certain . quarters a persistent 
demand in favour of bilateral trade treaties. A similar 
movement in' case of a number of countries, particularly ■ 

♦In Marcli, 1938 a Preliminary Gommerdal Agreement -vv-ai concluded 
between the Governments of India and Union of South Africa also. 
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in Europe, was the main argument put forward in support- 
of this demand, as it was contended that no single country,- 
much less India, can afford to keep out of line with the 
general trend of economic and trade policy. This ques- 
tion of short term bilateral agreements, therefore, calls 
for a more critical examination before any judgment in 
respect of it can be finally given. 

Now the first fundamental view point that must 
be appreciated in all discussions about India’s foreign 
trade e.xpansion is that the central problem of our 
economy is not to bring about an expansion of our foreign 
trade somehow or other, through imperial preference or 
bilateralism, implying increased imports of manufactures 
and increased exports of raw materials or mineral resources. 
Our problem in fact is that of using our vast resources 
for our own economic development. Thus considered, 
the question of imperial preference or bilateral trade 
agreements becomes out of point for India. But there 
is another point also. Unless we have a free and national 
Government; to hope for any comprehensive plan of 
country’s industrialization is living in a fool’s paradise. 
To demand this is like demanding the moon. What 
should we do then, in the near future? We have the 
prospects of a world diseased by economic nationalism and 
■ restrictionism of all kinds. India is faced with a con- 
tracting market and as such would it not be right for her 
to safeguard her trade interests by means of definite 
agreements with the countries she is in trade relations. 
This was the main justification that the Government 
advanced in favour of Indo-British agreements. Though 
the same logic should have led the Government to explore 
the possibilities of similar agreements with non-empire 
countrie? also, but for reasons known to them, excepting 
Japan in no other case the Government made any such 
attempt. Tbis is then the chief argument for bilateralism. 
Against fhi§ the argument is put forward that the demand 
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for our raw materials of foreign -countries is not such as 
can be easily given up and no fear need be encountered 
on this account. It is further pointed out that India, not 
only having an excess of exports over imports as a -whole 
but having an export surplus in her trade -with almost all 
countries -which she trades with, is unsuitable for short 
term bilateral agreements. Such agreements are likely, 
if anything, to operate to the detriment of India’s export 
trade as they result in mutual balancing of imports and 
exports between indiwdual countries. Only a country 
with an unfavourable balance of trade can drive a hard 
bargain with another on the threat of reducing the 
imports. India’s position was different, especially when 
her position as a supplier of food and raw materials, 
though strategic enough not to occasion any fear, yet was 
losing the old dominance owing to the emergence of many 
new sources of supply in Africa, and South America 
regarding a number of articles as cotton from Brazil, 
Egypt, Turkey, hides and skins from Soutli America, and 
oil-seeds from Argentine. In tlie medley of all these 
conflicting arguments, opinions have naturally differed 
about the exact policy to be followed. WTiereas the 
Government supported by some students of Indian 
economics have cast their verdict against a policy of 
bilateralism’*’, there has been a strong economic and 
popular opinion in the country in favour of it. It was 
this opinion which -svas .voiced in the Legislative Assembly 
in its resolution passed in 1936 rejecting the Ottawa 
agreement and recommending to the Government to investi- 
gate the possibility of entering into bilateral trade 'treaties 
\vitli the several countries with which India traded. 
So far as the Government was concerned, it must be said 
that it has not been consistent in its professions and 
practice. If it -\vas worthwhile to have an agreement 

*See India and Imperial Preference : Madan and Indian Fiscal Policy ; 
Adarkar. ...... 
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with United Kingdom it was on the same ground not less 
worthwhile to have tried the same tiring in case of other 
countries. But the fact is that the Indian Government 
marked more to safeguard British interests in a time of 
distress and difficulty rather than the Indian, Still there 
are more honest opinions against adopting any policy of 
bilateralism in India, it must be admitted. However 
our opinion in the matter is inefined not on the side of any 
total rejection of such a policy for India, In fact much 
would depend upon conditions of world trade as they 
emerge after the war. There is no doubt that from a long 
period point of vie^v and in the interest -of world’s economic 
health bilateralism is not a desirable feature. It is not the 
symptom of any healthy planning in economic life so much 
as of providing an artificial breathing to a diseased body. 
Looked from this more basic view point, it is the symptom 
of the decaying capitalist economy struggling to survive. 
Still we cannot .rule out the possibility of our being forced 
to adopt bilateralism from a short-period point of view 
and in mere self-defence. Anyway a balance will have 
to be struck in keeping with the actual situation that may 
face us' between the permanent objective of developing 
the economic life of the country without fittering away 
our natural resources on one hand and safeguarding the 
short period interests of the country’s trade on the other. 



CHAPTER XXIV. 

CURRENCY AND EXCHANGE. 

I 

Towards the silver standard;— At die close 
of die Mogul Empire, judged by die standards of the time, 
India was economically a progressive country which 
implied a soimd system of currency also. Both gold as 
well as silver coins circulated in die country-, former 
being the preference of die Hindu kings and the latter of 
die hluslim. Since Akbar’s time Gold Mohur and silver 
rupee of identical weight (175 grains troy) were the units 
of currency. Though both die coins Avere unrelated to 
each other and thus a parallel radier than a double standard 
prevailed, but the alleidating feature was that diey bore 
a fixed ratio to the ‘dam’, die copper coin of the Empire. 
In die soudi, however, nhere the influence of the Moguls 
did not reach, silver as a currency was unknown, and the 
Gold Pagoda was the standard of value and medium of 
exchange as well and continued to be so till die dme 
of the E.I. Company. 

IVith the disrupdon of the Moghul Empire a chaotic 
condition arose in currency matters as in. others. A 
number of independent currencies (both good and bad) 
and a number of units widiout any relation ivith one 
another became die mark of the time. There ivas no 
uniform and generally accepted currency in the land 
and die money chargers who carried on the business of 
exchanging one kind of money for another had their hey- 
day. It ivas, dierefore, for die East India Company 
to set things light in die interests of her own trade as well 
as die general economic conditions prevailing in die 
countiy\ In their famous despatch of j 806 the Directors 
of die Company declared themselves in favour of silver- 
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monometallism with rupee of 180 grains* ll/12ths fine 
as the standard coin. In the meanwhile the thrqc 
Presidencies into which the country was divided for 
purposes of administration, had changed the parallel 
standard of the Moghuls into a double standard 
by fixing a legal ratio of exchange between the mohur, 
the pagoda, and the rupee. These Presidencies expe- 
rienced great difficulties in maintaining the double stand- 
ard as the market prices of the two metals fluctuated away 
from the mint prices. Still the Provinces opposed the 
Directors’ suggestion for monometallism, though so far as 
the establishment of uniform currency, was in question 
they agreed ^vith the court. Madras was the first in 
adopting the silver rupee of 1^0 grains troy ll/12ths fine 
in 1818 and was followed by Bombay in 1824 and Bengal 
in 1833. Thus by 1833 the uniformity of coinage was 
an accomplished fact. And it was only in 1835, two years 
after the establishment of centralized administration in 
India when the Imperial Government wanted a common 
Imperial coin in the whole country, that an Act of the 
Imperial Government established a silver standard with 
a common currency, the new rupee of 180 grains ll/12ths 
fine. Gold was henceforward demonitised, tliough mints 
for its coinage remained open. India had been placed on 
the silver standard now. Mints were opened to the free 
coinage of silver. The value of the silver bullion in the 
rupee and its legal value were the same . This Act 
remained in force up to 1^93. 

Demand for Gold standard J —The adoption of 
the silver standard in JL83^ though was a measure of great 
currency reform, but in the dynamics of the changing 
situation, it soon proved to be inadequate. At this time 
India was experiencing a change over from kind econorny 
to cash economy on the one hand, and an expanding trade 
on the other. This resulted in an increased demand for 
cash which, however, was not being fulfilled, for a number 
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of reasons. Silver Avhich was the basis of Indian currency 
did not flo^v into India from outside in required quantity.* 
The production of silver after 1850 could not keep pace 
with the world demand for it, was another difficulty. 
Then a large part of the imported silver which was also 
coined was abstracted from monetary to non-monetary 
purposes. All this, therefore, resu]frd_in_a__condition--of 
monetary strin gency. And want of credit currency be- 
cause of meagre banking development in the country 
removed also from the range of possibilities the only 
alternative means to mitigate the prevailing shortage of 
money that was so severely felt. To solve this difficulty, 
therefore, there was put forward the suggestion of adopting 
gold standard instead of silver. ^ This was the genesis of 
country’s demand for the substitution of silver mono- 
metallism by that of gold. The demand, however, did 
not find favour with the Government who hit upon another 
method of meeting the increasing demand for money. 
The silver rupee was to be supplemented by a Govern- 
ment paper currency, and accordingly the Paper currency 
Act of 186 1. was passed. 

But the paper currency did not prove the panacea 
it was avowed to be, and the demand for currency con- 
tinued to grow. The cotton boom in the country owing 
to the ' American Civil- ^Var was an important factor in 
this growing demand. The inadequacy of the currency 
thus felt was made good by increased imports of gold 
which was employed for monetary purposes, though it 
was not legal tender. The demand for introducing the 
gold standard also gatliered strength. It was supported 
by the three chambers of commerce, Bombay, Bengal 
and Madras. Sir Charles Trevelyan also pronounced 

*First, European countries prohibited exports of silver, later on when 
prohibitions were removed even then precious metals did not flow into 
India because local revenues were sufficient to pay for the local purchases 
'of merchandise. Only when the latter e.xceeded the former there were 
imports. But when purchases increased shortage of production of silver 
came in the way. Thus silver difficulty persisted for one reason or another. 
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his judgment in favour of making gold as the standard 
of value in India. The Secretary of State for India, 
however, opposed the introduction of a gold .standard, and 
ultimately on his suggestion the Government of India, 
which, however, was favourably disposed towards the gold 
standard, issued a Notification in November, 1864 which 
proclaimed that “sovereigns and 'half-sovereigns coined at 
any authorised Royal unit in England or Australia of cur- 
rent weight shall be received in all the treasuries of British 
India and its dependencies in payment of sums due to 
Government, as the equivalent of 10 and 5 rupees respec- 
tively and to such sovereigns and half-sovereigns shall, 
whenever available at any Government Treasury, be paid 
at the same rates to any person willing to receive them in 
payment of claims against the Government.” This notifica- 
tion, however, remained in operative as the real par between 
■ the sovereign and the rupee was somewhat above Rs. 10. 
The pressure upon the Government, therefore, continued. 
The result was the appointment of the Mansfield . Com-, 
mission to inquire into the “operation of the existing cur- 
rency arrangements under the 1861 Act and to report upon 
the advantages of having a geld standard for the country.” 
The Commission came to the conclusion that paper 
currency had failed to establish itself as the circulating 
media in the country but gold was becoming more and 
more popular and therefore it recommended that gold 
currency should also become a legal tender. The Govern- 
ment, however, did not adopt the Commission’s ' recom- 
mendations. It, by means of a Notification issued on 28 
October, 1868, simply altered the rate of rupee-sovereign 
exchange from Rs. 10 to Rs, 10-8-0 in order to bring it 
in accord with the market rate. Even this correction 
of the rate, however, failed to induce any flow of gold 
into circulation. And though by the natural course 
of events die currency difficulties -had' subsided and- 
therefore, no further pressure was brought to bear upon 
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the Government of .India to adopt the gold standard, 
yet the movement for it had not died out. This 
became all the more clear when in 1872 Sir R. Temple, 
when he became the Finance Minister of India, sub- 
mitted a memorandum advocating the establishment of 
gold standard and currency ^ the country. The Govern- 
ment, for reasons best known to themselves, however, did 
not take any action in the matter. Thus came to an end 
the first period in the currency history of India in rvhich 
demand for a gold standard and currency was put up 
to solve the currency troubles of the times though in vain. 
As already remarked his demand in fa^•om• of the gold 
standard, horvever, survived the original cause rs'hich ga\c 
rise to it, and tliere came on the scene other factors that 
made it more and more persistent though without any 
better results. 

The end of the silver-standard In tlic currency 
history of India, the year h823-tnarked the beginning 
of a very important event. Uptil now the rate of exchange 
betrveen Erigland and India had been \'ery stable, in spite 
of the fact that tire two coim tries were on different standards 
of currency. The rupee sterling exchange seldom deviated 
from the normal rate of Is. lOld. for Re. 1. After 1873, 
however, this stabiUty was disturbed. An idea of this 
disturbance can be had by looking at the fall of the rupee- 
exchange rate. In 1871 the rate of exchange was 2s. for 
Re. 1 and in 1892 it fell to the low level of about Is. 2d. 
only. The cause of this great fall in the rupee-sterling 
exchange was the great depreciation that had come in 
tlic price of silver which fell from 58d. per ounce in 1875 
to 52M. in 1879, 43d. in 1888, 37id. in 1892 and 27d. 
in 1899. This rapid depreciation in the price of silver can 
be traced to the fact that on the one hand several European , 
covmtries, e.g., Nor^vay, Sweden, Denmark, Holland, 
France, Belgium, Switzerland, Italy, Russia, and Austria, 
led by Germany in 1871 demonetized silver by closing 
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tlieir mints to its free coinage and thus threw a large 
quantity of the white meta! on (he market. There took 
place at the same time a great increase in tiie production 
of silver from new mines and owing to improved processes. 
On the other hand demand for gold was increasing as the 
countries of Europe and the United Stales were taking 
to it as the only basis of their standard of money. Tlie 
supply of gold, however, was on the decline. Thus an 
increased supply and reduced demand for silver on the one 
hand and a decreased supply and an increased demand 
for gold on the other could have only one result of depre- 
ciating the value of silver in terms of gold. And this was 
made all the more possible Ijccausc the comjicnsatory 
action* of a bimetallic system, under which the diver- 
gence between the relative values (market) of the two 
metals if not altogether mitigated is at least minimised, 
was also absent in this period, following the year 1873, 
as bimetallism as a system of currency had ceased to 
exist now. Under these circumstances depreciation of 
sih'cr was only natural and the depreciated metal 
began to flow on a huge scale into silver standard countries, 
and India more than ever became a sink for silver, w'hich, 
as it came in, was largely coined into rupees by the Indian 
mints. The fall of rupee-exchange was the inevitable 
consequence. 

This fall in the rupee-sterling exchange rate created 
a number of difficulties. Eirst, the burden of the Govern- 
ment of India regarding the payment of Home charges 
to be made in gold Jncrcascd with every fall .in the gold- 
value of the rupee. The burden was felt all the more 
because the payments to be made on this account \vcrc 

* Under bimetallism if the supply of one of the two metals increases, 
then there takes place an inlloAv of this metal into currency thus reducing 
its supply as bullion and at the same lime there takes place an outflow of 
the other metal from currency thus increasing its supply as bullion. The 
effect of this inflovv and outflow of two metals into and from currency makes 
the divergence in the relative market vtilue of the tivo metals either out of 
(question or much less than it would otherwise be. 
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also not fixed but increasing. This very adversely affected 
th e-finances o f the Gov ernment. The Government, there- 
fore, resorted to increased, taxation, ■^\•hich meant a greater 
burden on the people at least so long as there did not take 
place an adjustment of prices to the changed situation. 
This -was tlien the second evil that resulted from the falling 
exchange. Coming to its effect on tire e.xport and the im- 
port trade of the country, it was argued that a falling 
exchange was an advantage to the Indian exporter. But 
it must not be forgotten in this connection as well, that 
tlie advantage could onl^' be temporary until the prices 
had registered a rise and an adjustment had come 
about. After such an adjustment also, the employer 
class could continue to gain because of the lag that ahvays 
exists between rising prices and the ^\•ages of the labourers, 
but this gain of the employers would be at the cost of the 
wage-earners only which always form a much larger section 
of the population of any country. The advantage to tlie 
exporter was, however, counter-balanced by disadvantage 
to the importer. But leaving aside the question of tempo- 
rary gains and losses to exports and imports respectively, 
there ^vas the more important question of an _element.-of- 
uncertainty, .bein g in troduced ,in..the_forei.gn.. trade of the 
coimtry due to the fluctuations in the rate of exchange. 
In t his connection it is significant to poirit out that 74 
per cent of the total imports of India came from gold-using 
countries and, therefore, tire disadvantages of uncertaint>’ 
was applicable to an overwhelming part of the country’s 
import trade. Another unfavourable influence of a hea\y 
fall in exchange was noticed regarding the .investmen t 
of .British jCapital in India which was hampered because 
of the attendant risks of investing capital in a silver-using 
country when silver was a depreciating metal. Not only 
every fall in the price of silver made the return uncertain 
when dra^vn in gold, but also reduced tlie capit alvaluc 
of the investment in terms of gold, which was naturally 
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die unit in which the foreign investor measured all his 
returns and his out-lays. Lastly, the fall of exchange 
resulted in much loss to the European members of the Civil 
Service in India as they had to make gold remittances in 
support of their families who were often left behind in 
England. These, in brief, were tlie evils of the currency 
system which resulted from a falling rate of exchange and 
the necessity to reform the system so as to set them right 
was most urgent. 

^\’c ha\’c already ticen how there had already arisen 
a movement in the country in favour of having a gold- 
standard and Sii' R. Temple's was the first concrete plan 
put forth in this connection on which the Government 
of India had not taken any action. The second plan 
for the introduction of a gold currency was that of Colonel 
J. T. Smith, the Mint Master of India. As the plan was 
an cITcctive remedy for the following exchange, there was 
a considerable support forthcoming in its favour. The 
Bengal Chamber of Commerce through its resolution 
of 1876 supported the Smith plan and in the meanwhile 
urged upon the Government to suspend the free coinage 
of rupees by Indian- mints. The Calcutta Trades Associa- 
tion also favoured a similar step on the part of tire Govern- 
ment. The Government of India, however, in its despatch 
of October 13, 1876 to the Secretary of State for India 
favoured the policy of masterly inactivity. But the pressure, 
of a falling exchange increased and the Government 
of India had to reconsider its attitude in the matter. 
In another despatch of 1878, it', therefore, proposed to 
the Secretary of State that the seigniorage on the coming 
of silver rupees should be so increased as to make the 
cost of a rupee equal to the fixed value to be given to it in 
terms of gold coins by the Government. Thus the 
instability in the rate of exchange was to be removed, and 
by agreeing to receive British or British Indian gold coin 
in payment for any demands of the Government at rates 
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to b'e fixed from time to time by the Government till it 
could be permanently fixed at 2 shillings for 1 Re. a cer- 
tain limited scope was also to be ghen for the introrluc- 
tion and use of gold- coin in the country. These piopnsaK 
of the Government of India, houTver, were turned down 
by the Secretary of State on the recommendation of a 
committee that was appointed for the pui'pose of examin- 
ing them. The only alternative now left for the Govern- 
ment of India was to pin her faith to the success of inter- 
national conferences which were held between 1878 and 
1899 to solve the difficulties that European countries 
and the United States had to face on account of the 
depreciation of silv^er of which consisted a large proportion 
of their total metallic money. The aim of these inter- 
national conferences was to establish a bimetallic par 
between gold and silver by restoring international bime- 
tallism. But due to the fear that the establishment of 
international bimetallism would result in an increased 
circulation of silver against which there existed a lot of 
prejudice now, these conferences did not meet with success. 
It is a fact that if . England had induced herself to agree 
to adopt a bimetallic system, other countries would have 
followed her lead in spite of their prejudice in favour of 
gold. But England was the least prepared to give such a 
lead and hence the failure of the international conferences 
was an inevitable result. This was a rude .shock to the 
hopes of the Government of India. 

The Herschell Committee ; — In the meanwhile 
the value of silver continued to fall and the repeal of the 
Sherman Act by the United States Government after the 
Brussels Conference in June, 1892 made the situation 
s.till worse. Under this Act the United States Government 
was required to purchase a certain amount of silver 
annually for coinage. It was in such circumstances when 
the silver crisis showed signs of all the more deepening 
that tlie Government of India appro.achcd tjic Secretary 
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of State in 1892 when Brussels Conference was still in 
session to close the Indian units to the free coinage of 
silver with the object of eventually introducing the gold 
standard in ease the above conference ended in a fiasco. 
Accordingly in 1892 HerschcH Committee was appointed. 
The Brussels Conference failed when the Herschcll Com- 
mittee was still sitting. The Committee, instead of 
demonetization of silver and the establishment of a gold 
standard currency, recommended a sort of limping stand- 
ard. There was to be no free mintage of either gold or 
silver, and the rupee \vas to continue to be unlimited 
legal tender, gold being used only partially for currency 
purposes during the period of transition, at the 
end of which a full fledged gold standard was to be 
adopted. 

The Government of India accepted the above re- 
commendations. According to an Act of 1893, mints 
were closed to the free coinage of silver, only the Govern- 
ment retaining power to coin rupees on its own account. 
By means of a notification gold coin and bullion presented 
at Indian units were made convertible into rupees at the 
rate of 16d. to the rupee. By another notification receipt 
of gold sovereigns and half-sovereigns was authorised in 
payment of public dvics at the same rate. And by a third 
notification curiency notes could be issued in exchange 
for gold coin or bullion, at the same rate. Thus the 
exchange value of the rupee ryas to be prevented from a 
further fall and people were to be made familiar with 
the use of gold sovereigns. The silver-standard that 
India had adopted in 1835 had now come to an end, and 
the introduction of a gold standard still hang in the balance. 
The main defect of these arrangements -was that through 
the' Government was under obligation to receive gold in 
exchange for rupees; there was no corresponding obligation 
oh her to give gold in exchange for rupees. 
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The Fowler Committee As a result of the 
closing of mints to the free coinage of silver, tlie rupee- 
sterling exchange rate ultimately began to register a 
rise. In 1894 the average exchange value of the rupee 
was Is. I|d. By 1898 it had risen to nearly Is. 4d. 
Whereas in the first few year^ after the closure, there 
was more than enough of the currency in the country, 
by the end of 1898 the situation had altogether reversed 
and there arose a great outcry against the scarcity of 
money. The Government of Inc^a thought that it was 
the right moment to end the transitional period and 
place the Indian currency on a gold basis by introducing 
the use of gold in the country which would relieve 
also monetary stringency*. The appointment of the 
Fowler Committee (1898) was the result. 

^ The Lindsay Scheme;— The Fowler Committee 
had before it a number of proposals. One of them 
was tlie Lindsay Schemer Under it tire Government 
^vas required to offer to sell, without limit, on the one 
hand, rupee drafts on India at the rate of 16 4 d. a rupee 

and on the otlier hand, sterling drafts on London at tlie 
fate of 15 |d. a rupee. Necessary funds- for the purpose 
were to be kept both in India as well as in England and 
were to be knoivn as Gold Standard-Reserves. The 
funds for the London section of the Reserve were to 
be met by borroiving in gold to the extent of ten million 
sterling, by tlie receipts realized by tlie sale of drafts on 
India by the Secretary of State in London, and by the 
. receipts realized, by tlie sale of silver bullion in rupees 
melted down. Similarly the Indian, section of tlie Re- 
serve was to be kept in funds by the receipts realized by 
the sale of drafts on London and by the coinage when 
necessary, of new rupees from bulhon purchased by the 

*It was to adjudicate in the dispute between the Government of India 
and Mr. Lindsay, the former desiring additions by gold coinage and the latter 
by rupee coinage, that the Fowler Committee was called into being. Am- 
bedkar in, ‘The Problem of the Rupee.’ 


35 
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London Gold Standard office and sent to India. It 
should be obvious that by adopting the above mechanism 
of selling sterling drafts on London by the Government 
in India and rupee drafts on India by Secretary of State 
in London, tire rate of exchange was to be prevented either 
from falling below is. 3^d. or from rising above is. 4J-d. 
a rupee. The Fowler Committee did not favour the scheme 
and rejected it because it would base India’s gold standard 
on a few million pounds wortli of gold in London for all 
time to come. * 

The Probyn Scheme: — This was another scheme 
that the Fowler Committee was called upon to consider. 
The scheme was that the existing Rs. 1 0,000 n otes should 
be called in, and, in future, notes of Rs. 10,000 payable 
at the option of the holder either in gold or silver rupees, 
should be issued in exchange for gold alone (tendered 
to the Government), gold in tlie form of bars being 
specially reserved to meet any such notes outstanding.* 
The underlying idea of this proposal was that in this 
way imports of gold for currency purposes would be 
encouraged and in course of time there would be sufficient 
gold in reserve to enable the Government to pay in gold 
for all rupees and currency notes when presented in sums 
of Rs. 10,000 and over. As notes and rupees in such 
large amounts would be converted into gold only for mak- 
ing international payments, so far as internal circulation 
was concerned rupee would remain the medium of ex- 
change. Obviously it was a scheme of a gold standard 
withdut a gold currency and Mr. Probyn’s ground for 
suggesting it was his realization of the difficulty of putting 
gold currency into circulation in a vast country like India 
where people possessed a great hoarding habit also. The 

* Mr. Probyn also recommended that legislative effect should be given 
to the notification of 1893 under which Public could obtain rupees at mints 
or treasuries in exchange for gold at Is. 4d. Under certain conditions 
Goveimment was also to be empowered to give gold for rupees or rupee 
notes at Is. 4d. if presented in amounts of Rs. 10,000; ^ 
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Fo^vle^ Committte, howevcE, did not agree with Mr. 
Probyn in the matter of India’s hoarding habit \vhich 
was in any case not an insuperable difficulty, and felt 
fortified by the knowledge that gold currency had existed 
in the country even in the past also. Mr. Probym’s 

scheme -was, therefore, turned down by the Committee. 

• 

Other proposals There were other proposals 
also before the Committee to consider. The Government 
of India had also placed one in which she advocated that 
the policy of contraction of currency should continue 
to operate because in its opinion this was the real cause 
for the rise in the exchange that came' about after the 
closure of the mints. Tliis contraction was to take place 
by withdrawing rupees fiom circulation and melting 
them and the bullion so realized should be sold for’ gold 
to be added to a gold reserve which should be created in 
India witli tlie help of money borrowed in England. 
The ultimate idea of the Government was no doubt to 
adopt a gold standard for the countr)' but it was to be done 
only when the exchange has reached the level of Is. 4d. 
a rupee, and not till then. The Committee did not support 
the Government view about tlie cause of the rise in the 
exchange rate Avhich in its opinion ■^vas more complicated 
and obscure and hence the Government proposal naturally 
fell do\\'n. 

There was also the proposal to adopt the silver 
standard again which \vas criticized by the Gomm^ittee on 
the lines of the Herschell Committee. Hence it ^vas not 
accepted. 

Recommendations of the Committee Con- 
sidering tlie ^vhole question of a suitable currency system 
for India, the Fowler Committee r eco mmended .the estab- 
lishment of a gold ..standard Avidi go ld currenc y ba sed on 
free i nflo>\’;.„and.„o.utflo'sy of gold. To achieve this object 
the follo\\ing proposals were put forth : (f) Sovereigns 
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.and half-sovereigns should hq. made legal tender in India 
and Indian mints should be opened to their free coinage. 
{ii) The mints should remain closed to the free coinage 
of silver, and the rupee might continue to be an unlimited 
legal tender. {Hi) The Exchange rate should be fixed 
at Is. 4d. a rupee as prices had adjusted to it. (iy) The 
Government should continue to give rupees in exchange 
for gold, but they should not bind themselves to give 
gold in exchange for rupees as it might create a heavy 
and inconvenient demand for gold, {iv) A separate 
reserve different from the Paper Currency Reserve should 
be created out of the profits that might arise as a result 
of any future coming of silver rupees but fiesh rupees 
should not be coined until the proportion of gold in the 
currency is found to exceed the requirements of the public. 
{vi) The Government should be prepared to make gold 
available, particularly for export when the balance of 
trade went against India. This gold was to come from the 
special Reserve suggested above as well as from other 
reserves of gold, hut eventually also from circulation a 
large part of which would be in form of gold because of 
the introduction of gold standard. 

Thus the Fowler Committee favoured the adoption 
of what is known as the Limping Standard prevailing in 
tire United States and the countries forming the Latin 
Union. The main characteristic of this standard was 
that both gold and silver were unlimited legal .tender 
with a fixed legal ratio, and mints were open to the free 
coinage of gold only. 

The Committee claimed several advantages for 
the system recommended by them. A large part of India’s 
■foreign trade was with the gold standard countries. 
Hence adoption of gold standard would mean an end of 
all uncertainty about trade, with these countries. This 
would also mean an attraction forToreign capital to come 
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to India, and circulation of gold coins would fiu-ther re- 
sult in remo\dng the stringency of currency in the country-. 

Government’s Action on the Committee’s 
S'ligg^stions : — Most of the suggestions made by the Com- 
mittee were already in force. Mints were closed to the 
free coinage of rupees, rupee was an unlimited legal 
tender; the exchange rate had reached tlie level of Is. 4d. 
and been maintained thereat for some months; and the 
Government was already giving rupees for gold. "What 
remained to be done ^\^as making the sovereigns and half- 
sovereigns legal tender in India; opening mints to their 
free coinage; and establishing a separate Gold Reserve. 
The' Act of 1899 made sovereigns and half-sovereigns 
legal tender throughout India at the r^tio recommended 
by the Committee. A Gold Standard Reserve was formed 
in 1900 out of the profits of the coinage of rupees on Gov- 
ernment account; and so far as opening of gold mint in 
India was concerned the plan was dropped because of 
the opposition of the British Treasury. Thus tlie first 
essential condition for gold standard was not fulfilled. 

From Gold to Gold Exchange Standard : — ^Ve 

have seen that tlie corner-stone of die recommendations 
of the Fowler Committee was die adoption of gold 
standard with a gold currency for India, but by an un- 
kind turn of events that took place in the folloiving years 
India came to possess a standard of currency which 
neither die Fowler Committee nor die Government of 
India, while adopting the various measures that some- 
what half-consciously led to this new standard, had 
ever contemplated. Let us trace diis process of diift 
and diversion before we attempt to lay doism the features , 
of the new standard -which came to be known as the gold- 
exchange standard. 

Circulation of gold : — The Fowler Committee 
was faced with the two-fold problem of relievdng the 
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monetary stringency in the country on the one hand and 
suggesting a stable standard of currency on the other. 
The establishment of a gold standard with a gold currency 
was calculated to achieve the first objective and to 
achieve the second the Committee had supplemented its 
main recommendation about the gold-standard with 
others. But the aim of having a gold currency for 
India was not achieved. During the years 189^1900 
the Government of India in pursuance of the Fowler 
Committtee recommendation put sovereigns and half- 
sovereigns into circulation which were now legal tender. 
But a fairly large percentage of these gold coins which 
were put into circulation through currency offices, p.ost- 
offices, district treasuries, and railways, came back to the 
Government. An2 on this basis the Government arrived 
at the conclusion that the public did not like gold currency 
and left all attempts to encourage its circulation in future. 
The ‘Government was, however, not justified in making such 
a Jiasty conclusion. There were other factors that 
deserved attention. The Government on the one hand 
had made the attempt at a very inopportune moment 
when, due to one of the worst famines India experienced, 
a period of great scarcity prevailed in the country and 
people required for their use much smaller units of 
currency than sovereigns and half-sovereigns were. In 
1900, for the first time after the closure of the mints in 1893, 
the Government of India, on the other hand, started on 
the disastrous caieer of coining fresh rupees. This of 
course relieved the stringency* in the money-market 
of India but made any future circulation of gold 
currency in the country an impossibility. According to 
the well-known Gresham’s law bad money (which 
was the silver rupee) drove out of circulation’ the 


^Before this by the Act of 1898 arrangement was made for the issu< 
currency in India against gold received by the sale of Council Bill 

Indian Currency Reserve to relievi 

the monetary stringency. 
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good money (which was the sovereign and half-sovereign). 
If the Government ^vas really serious in promoting 
the circulation of gold' currency in India it should 
have continued the attempt and further issue of 
rupees should not have been undertaken and, if it was 
felt necessary for the purpose, the obligation to give rupees 
for notes and sovereigns should have been made optional. 
But none of these things was done and the first and 
the most important objective of the Fowler Committee, 
tliat of ha\ang a gold currency, was thus defeated tliough 
through a loophole ^vhich the Committee had itself, in 
her moments of weak intellect, left. Had tlie Committee 
totally stopped the issue of new silver rupees, such a 
consummation would have been avoided. 

Question of gold mint: — This was, however, 
tlie first though the most important departure from the 
currency policy that the Committee had suggested. 
There ^vere others also. ^Ve have already remarked ho^v 
the other recommendation of tlie Committee about a gold 
mint in India ivas also given up due to the opposition 
of the British Treasury. The question of a gold min\ in 
India ivas again taken up by the Government of India 
under pressure from tlie Supreme Legislative Council 
(SirV. Thackersay’s resolution moved in 1911) in 1912 
and tlie result was the sanction of the Secretary of State 
to issue a ten-rupee gold coin from the Indian mint. 
But the Government of India before taking action on it 
ivanted the opinion of the Chamberlain Commission 
ivhich showed no objection to it prowded several ‘ifs’ 
ivere fulfilled. 'What happened to this aftenvards belongs 
to a later history in Indian currency ivhich shall command 
our attention elsewhere. 

The Gold Standard Reserve: — The third im- 
portant recommendation of the Committee ivas regard- 
ing tlie formation of a Gold reserve out of the profits from 
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silver-coinage which began first of all in. 1900 as already 
noticed. The Secretary of State for India, however, in 
opposition to the Fowler Committee as well as the Govern- 
ment of India decided that the profits resulting from the 
coining of rupees should be remitted to London, and not 
kept in India, where they would be invested in sterling 
securities instead of being accumulated in the shape of a 
special gold reserve as the Committee desired. It may 
be mentioned here that the silver required for coining 
fresh rupees was to be purchased with .the gold in the 
Paper Currency Reserve* and representing the proceeds 
of the sale of Council Drafts against which notes were 
already issued in India. The profits on the coinage which 
necessarily first took the form of rupees were converted 
into sterling in London, the rupees which represented 
the profits being issued in India to meet the Council Drafts 
sold in London. In 1906 a rupee branch of the gold- 
standard reserve was also created in India by diverting 
part of the i^rofits of the coinage for this purpose. Another 
departure from the suggestion of tlic Fowler Committee 
regarding the gold-standard reserve was that in 1907 
thc^. Secretary of State decided to set aside half tire profits 
of the coinage of rupees for railway development in India 
until the goldrstandard reserve amounted to ;^20 mil- 
lion. 


The Council Drafts ;~\\'e have noticed how the 
chief recommendation of the Fowler Committee concern- 
ing the gold standard with a gold currency had been 
given a go-by. It remains for us how to trace, tlic course 
of events that ultimately led to the establishment of tlic 
gold-exchange standard. For this purpose it is necessary 
to refer in brief the working of the Council Drafts system 
with which the mechanism of the gold-exchange standard 
was very intimately connected. 

*The silver bullion purchased with this gold while in transit and in 
process of coinage was to be treated as part of the Paper Currency Reserve. 
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The origin of the Council Drafts system lies in the 
peculiar position of the Government of India under which 
it has to make remittances of funds from India to England. 
Since the days of the East India Company, the method of 
receiving money in England in return for bills (payable 
in rupees) on the Government of India to effect remit- 
tances of funds from India to England were in vogue. 
When the Government of India ^vas transferred to the 
Crown, the system Avas continued by the Secretary of 
State in Council from which it also took the name of 
Council Bills. These were, therefore, die Bills, drawn 
by the ’ Secretary of State for India in London on the 
Government of India in rupees and sold in London for 
gold. The purchasers of the Bills received payment from 
the Government of India in rupees in India. Upto 1893 
the Council Bills were sold only to the extent required for 
transferring funds to meet the Home Charges of the 
Indian Government to London. For some years after 
1893 a negative use was made of the system for forcing 
up the exchange value of the rupee by a temporaiy'^ 
cessation of die sale of the Coimcil Drafts. In 1898, as 
referred already, their use was made not only to provide 
the Secretary of State with funds but also to expand 
the currency in India. The Act of 1898 authorised the 
Secretary of State to sell Council Bills and against the 
gold, so receiyed and to be set apart at the Bank of 
England as a part of the Paper Currency Reserve, notes 
were to be issued in India. It was this gold accumulated 
in London Vvhich later on (1900) was to be used to pur- 
chase silver for fresh coinage of rupees. A further step 
was taken in 1904 when the Secretary of State announced 
his intention of offering Council Bills for sale ivithout limit 
of amount at die price of Is. 4|d. to prevent a rise in the 
exchange rate above this rate. As this rate ivas not found 
to be effective at all times to prevent the export of sovereigns 

to India for which die Indian Government found no use, 

36 
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it was decided to offer Telegraphic Transfers against 
sovereigns in transit from Egypt and Australia to India, 
the rate for the Transfers being between Is, 4d. and Is. 
4-fd. so as to make it worth the while for the owner 

32 

of such sovereigns to divert them from India to London. 
As this regvdar sale of Council Bills meant a constant demand 
for . rupees in India, and as fresh coinage of rupees could 
not always keep pace with the demand for currency a 
special reserve of coined rupees was created in the 
shape of the silver or rupee branch of the gold-standard 
reserve iit' 1906 as mentioned earlier. This reserve was 
intended to keep an unlimited offer of rupees in exchange 
for sovereigns at the rate of Is. 4d. a rupee. The Noti- 
fication of 1893 which had authorised the issue of rupees 
or notes against the tender of gold as distinguished . from 
British coin in gold was also withdrawn. The regular 
sale of Council Bills in London was necessitated to 
obviate the unnecessary inconvenience and expenditure 
involved-- in the practice of shipping to London gold accu- 
mulated in various reserves in India. These Council Bills 
were sold to transfci' the Gold Standard Reserve in India 
to London, as well as to remit the profits of mintage 
for conversion into sterling. Thus was laid the foundation 
of a mechanism which was an integral part of the rvork- 
ing of the gold-exchange standard of India. 

The mechanism was completed in 1907-8 when 
forced by the circumstances the Government of India had 
ultimately to sell under instructions from the Secretary 
of State Reverse Councils or Sterling Drafts on London 
at the rate of Is. 29/32d. per rupee which were paid off 
in London by the Secretary of State partly by realising 
’ some of the securities belonging to the Gold Standard 
Reserve and partly by releasing gold from the Paper 
Currency Reserve against the transfer of rupees to the 
Indian branch of that reserve. The Secretary of State 
: floated a loan of ;^4,300,000 to enable him to meet his 
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o\vn expenses. This resulted in a great depletion of tlie 
gold reserves of tire Government of India bodi in India 
and England. Because before taking to tlie sale of 
Reverse Councils. ^ the Government of India had agreed 
to offer gold from tlie Paper Currency Reser\-e for export 
puiposcs, on the condition that not more than ^.TlOjOOO 
was to be given on any day to any one mdividual or 
firm. Thus tlie gold reser\n m India also suffered a 
reduction. Now what made all this necessary? The 
rupee exchange was experiencing a fall due to an un- 
favourable balance of trade as it ^vas an year of deficient 
ramfall and consequent reduced production and exports. 
The decline in tlie purchasing capacity of Europe resulting 
from unemplo^rment and slack business furtlier aggra- 
vated the situation by reducing demand for Indian 
produce. Increased imports of silver owing to a fall in 
its price, on the other hand, made the imfavourable 
balance "all the more unfavourable. All this depreciated 
tlie rupee-exchange leading to the sale of reverse ‘coimcils’ 
by the Government of India to arrest this depreciation. 
And tlius ive find that the mechanism of tlie gold-exchange 
standard -was completed in the course of certain steps 
tliat the Government of India had to take under the force 
of circumstances. India was given a gold-exchange-stand- 
ard rather imvillingly; instead of a gold standard and 
a gold currency at which the Fowler Committee aimed. 

Lessons of the crisis: — The crisis of 1907-8 
had many lessons to teach to the Indian Government 
and accordingly it made the following proposals to the 
Secretary’ of State for India. The proposals made in 
1909 related to an expansion of the Gold Reserve Adth a 
minimum of ;^25 millions and its being maintained in 
a more liquid form i.e., in gold and not in sterling 
securities. The Secretary^ of State- tardily recognized 
tlie necessity of keeping a minimum of ^25,00,000 in the 
Gold Standard Reseia-e but could not agree to keep 
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more tlian million in liquid form, and even this 
^vas to be invested in short-term loans or held in bank 
deposits. Anotlicr proposal of the Government of India 
was that at least two-thirds of the gold held in the Paper 
Currency Reserve should be kept in India because they 
believed that the use of sovereigns was becoming more 
and more popular in India, and, therefore, it was desirable 
to increase gold holdings in India in place of rupees in 
tlie Reserve. The Secretary of State, however, did not 
agree. He harped upon tlie same old argument that 
not only in times of weak exchange when the rate fell 
to the export point, the gold held in London would be 
available to support the exchange, but even in the earlier 
Stages when it would be desirable to support tlic exchange 
by suspending the sale of Council Bills the gold in the 
Paper Currency Reserve would be available for meeting 
his own expenses. He on the other hand did not believe 
that in the event of weak exchange gold in cir- 
culation would not be available for export purposes as 
was the view of the Government of India. Thus the 
Secretary of State’s unwise insistence stpod in the way 
of taking the lessons of 1907-8 crisis to heart. 

Main Features of the Gold Exchange Stand- 
ard;— >We have traced the process of aimless drift which 
ultimately landed the currency system of our country 
in a position which was never contemplated. Let us 
now sum up in brief the main features of this new posi- 
tion. Keynes in his Indian Currency and Finance sum- 
marises tEemTas under : — 

(1) The rupee was imlimited legal tender and 
so far as law was concerned inconvertible 
into gold. 

(2) Sovereigns and half-sovereigns were also 
unlimited legal tender in India at the rate 
of Is. 4d. a rupee or Rs. 15 per sovereign. 
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(3) As a matter of administrative practice (not 
of any legal obligation) the Government 
of India were willing to give sovereigns for 
rupees at that rate, but the practice was some- 

* times suspended. 

(4) As a matter of administrative practice the 
Government was willing to sell rupees or 
lupee currency, payable in Calcutta or Bom- 
bay, in exchange for gold or sovereigns or 
sterling tendered in London at the maxi- 
mum rate of is. 4|d. per rupee. This was 
knonm as the sale of Council Bills.* 

(5) As a matter of administrative practice the 
Government was willing to sell gold or 
sovereigns or sterling payable in London 
in exchange for rupees tendered in Calcutta 
or Bombay at the minimum rate of Is. 
3 29/32d. a rupee. This was called the sale 
of Reverse Councils l?ecause tlie object and 
procedure of such sales was exactly the 
reverse of that of sale of Council Bills. 

It' should be noted that Nos. 4 and 5 were the \4tal 
parts of the mechanism of tlie gold-exchange standard 
as it was tlrrough them that rupee and gold or 
gold coin were made freely convertible into each other. 
For this purpose the Secretary of State for India made 
use of the fhnds (in gold) he had in the shape of tlie 
Gold Standard Reser\'e, Paper Currency Reserve, and his 
owTi cash Balances. ^ On tlie other hand the Government 
of India had at its disposal tlie Rupee portion of the 
Gold' Standard Reserve, the Indian portion of tlie 
Paper Currency Reserve, and the cash Balances of tlie 

♦The undertaking of the Government under the notification of 1893 
to issue to the public rupees and currency notes in unlimited quantities for 
gold bullion and sovereigns, and for sovereigns only after its rs-ithdrau'al; after- 
wards also helped in pre\enting a rise of the exchange rate above Is. 4d. 
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Government of India. It is thus clear that the func- , 
tions of these two reserves and the cash balances - were 
hopelessly mixed together which was not very proper. 
In fact the Gold Standard Reserve was the only fund that 
ought to have bpen used for the conversion of rupee into 
gold or gold coin and vice versa, whereas the Paper Gur- 
rency Reserve was meant to maintain the convertibility 
of currency notes and the cash Balances to meet the 
day to day expenses. From what has been said of the 
exchange standard, it should also be clear that main- 
tenance of the exchange rate at a given point (Is. 4d. a 
rupee in the present case) was an essential feature of the 
working of this system of currency. About the useful- 
ness of the standard the opinion in the country has been 
divided. According to some the system justified itself by 
its flexibility, and adaptability as well as by its cheapness*, 
whereas according to others the system was neither eco- 
nomic nor conducive to stability.! 


The Chamberlain Commission Though the 
experts diffd^ as to the ’ way the currency problems* 
of the counfSy were being handled by the Government, 
the public opinion was highly critical of it. Therefore, 
in April, 1913 a Commission with Mr. (later Sir^Austen 
Chamberlain as the Chairman was appointed which 
reported in February, 1914. The recommendations of 
the Commission were : — ■ 

(^) The Gold Exchange Standard has worked 
satisfactorily and should be continued. 


(2) The circulation of a gold jeurrency was neither 
necessary nor advantageous for India. Rupees 
and currency notes were the only suitable 
currency. 


1 on Monetary System and Policy in Economic Problems of 

Modern India. Indited by R. K, Mukerjee, 

tThc Problem of the Rupee by Ambcdkar. 
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(3) Though a gold mint was not required in 
India but it may be established to meet the 
Indian sentiment. 

(4) The Gold Exchange Reserve should be ex- 
panded to support the exchange rate. It 
should be kept in form of gold only and in 
London. The Rupee branch should be 
abolished. The profits of coinage for some 
time at least should not be diverted to any 
otlrer use. A much larger proportion of 
Reserve should be held in actual gold. 

(5) The Government should definitely undertake 
to sell Reverse Councils in India at the rate of 
Is. 3??d. a rupee whenever called upon to 
do so. 

Thus the Commission gave its blessings to the then 
existing system of gold-exchange standard. -But due to 
the intervention of war the whole situation changed and 
there was no occasion- for the Government to give any 
consideration to them. 

{Change in the basis of currency) , 

The 1914^18 War and the Indian Currency 
With the coming of the war the first important effect was 
that the whole basis of our currency changed. As exports 
of gold on private account were stopped for all practical 
purposes by Britain and the use of sovereigns and half- 
sovereigns for non-currency purposes .was made unlawful, 
though currency and bank notes were still convertible 
into the gold coins of the realm, Britain ceased to have 
a gold . standard for international purposes .and as rupee 
was convertible into sterling only, therefore India came 
to possess a sterling-exchange_stan^ard instead of a gold- 
exchange standard. 

{The weakening exchange ) — 

Another immediate effect of the war was a , disloca- 
ition of trade and production and a loss of confidence by 
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the public which was shown by the withdrawals of Savings 
Bank Deposits, and demand for encashment of notes in 
large amounts. This resulted in the weakening of the 
rupee-exchange. But prompt rneasures on the part of 
the Government in the .shape of meeting withdrawals of 
Savings Bank money, converting currency notes first in 
silver rupees as well as gold, but after August 4, 1914 
in rupees only; restored the public confidence. Besides 
this, by the sale of Reverse Councils by the Government, 
though after a little of hesitation, the fall in the exchange 
rate was also checked. Thus by February 1915, the con- 
dition of normalcy was brought about and up to the end 
of 1916, the currency mechanism of the country functioned 
in a satisfactory way. 

Increased demand for Indian Currency This 
period of normalcy was, however, not going to last very 
long and troubles were to arise from other quarters very' 
soon. The central fact of these new difficulties was that 
whereas the demand for Indian currency, which included 
the rupee also, began to increase, satisfaction of this increas- 
ed demand became a difficult proposition. The increased 
demand for Indian currency arose due to a number of 
factors. First, was the rise in exports from India because 
of the Allies’ demand for their war-needs accompanied 
by a decline in our imports resulting thereby in a favour- 
able balance of trade in favour of India.^Secondly, the 
Government of India’s war-time expenditure, including 
that incurred on behalf of His Majesty’s Government as 
well as some of the Dominions and Colonies, was also 
an important /actor. Now so far as the financing of 
exports goes, in the pre-war period imports of precious 
metals (gold and silver) was an important means, but 
war-time restrictions on the expohs of these metals im- 
posed in foreign countries adversely affected their imports 
into India. Sale of Council Bills in London was the 
other alternative on which greater' and greater relianee 



CHAPTER XXIV 


289 


llad to be placed and this meant to that extent greater and 
greater demand' for Indian currency. 

■ {Rise in the price of Silver ) — 

.To -meet this. increased^ demand for Indian currency, 
there ive.re only t^vo irays that were open, issue of rupees 
and issue of currency notes. Now so far as the isfue of 
, • fresh . rupees ivas concerned, tliough it ivas resorted to 
biit-rdiere arose a great difficulty in this connection due 
to a progressive rise in the price of silver. To have an 
idea of this rise it may be necessary to point out that die 
highest price of silver in 1915 was 27 pence per ounce, 
in 1916 the maximum reached 37 pence per ounce, in 
August 1917, it exceeded 43 pence per ounce, (the price 
. .at yvhich the value of the bullion in the rupee was equal 
to its v^lue as coin at the rate of Is. 4d. a rupee), in 
September, 1917 it rose to 55 pence per ounce and by 
December, 1919 it went up to 78 pence per ounce, die 
^ ■ highest limit being reached in Februar)’-, 1920 when 
the price was 89 pence per ounce. This great rise in die 
price of silver was die result on die one hand of an 
. increased demand specially from India and China mainly 
. for currency as there ivas a shortage of gold and an universal 
anxiety' to consen'e its supplies. On the other hand 
. diere ivas a great shortage of die supply also. Another 
factor was the movement of the dollar-sterling exchange 
in favour of dollar after it was decontrolled in March, 
1919 because a rise in the sterh’ng price of silver meant 
a corresponding rise in its rupee price also. The effect 
of this ivas a great difficulty for die Goi'emment of India 
and as a result it adopted certain measures on the one 
hand to meet this increasing demand for currency and 
I on die other to present the demand itself from increasing 
any furdier. 

{Measures by the Government ) — 

(1) Limitation of Council Drafts — ^The Secretary 
of State for India stopped the sale of these Drafts without 
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any limit, fixing the limit' between Rs. 120 and Rs. 130 
lakhs of rupees per week. This meant so much less' 
demand for Indian currency. ; • 

(2) Control of Exports from India—To achieve 
this object the sale of Council Drafts was restricted to 
a few approved banks and firms who, by these restrictions, ‘ 
were compelled to confine their activities to the. exports 
required by the Allies for war purposes.' This also meant 
reduced demand for Indian ^ currency. 

(3) Raising the Exchange Rate— As. offering 

rupees at the rate of Is. 4d..a rupee meant more rupees 
and hence more loss to the Government with rising prices 
of silver, the Secretary of State for India had to raise the 
rate with the rise in the sterling price of silver. Thus on 
January 3, 1917 tire Exchange rate stood at Is. 4|d, ; ' on 
28th August, 1917 at Is. 5d. on 12th April, 1918, Is. 6d.; 
on May 13, 1919 at Is. 8d.; on 12th August, 1919 at Is. lOd.; 
on 15th September, 1919, at. 2s.; on 22nd November, 
1919 at 2s. 2d.; and on 12th December, 1919 at 2s. 4d. 
The rate furtlier went up in tire-first few months of 19!^0 
also. This, it must be noted, meant an end of the’ sterling- 
exchange system. « . . ■ ; ' 

- (4) Purchase of Silver— To increase the supply 
of rupees, the Government also purchased silver for 
coinage purposes. On September 3, 1917, all private 
imports into and exports from India of silver were pro- 
hibited. The Government managed to purchase 200 
million ounces of pure silver from U.S.A. as a result of 
her negotiations with the U.S.A. Government. 

(5) Economy of Silver — This was made . possible 
by issuing 1 and 2-i rupee-notes in December, 1917 and 
by issuing- „tw'o-anna, four-anna and, eight-anna nickle 
coins in the place of the silver pieces. 

(6) Protection of Silver .Coins — The use of -gold 
and silver coins for other than* currency purposes was 
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made unla^\'ful on June 29, 1917 to keep tlie circulation of 
coins intact. • - 

(7) Use of Gold' Currency — ^According to an 
ordinance of June 29, 1917 all gold imported into India 
was to. be. sold to tire Government which was to be coined 
into sovereigns jn India. For tliis purpose a gold mint 
rvas established in August 1918, rvhich rvas, however, 
closed in April, 1919. 

(8) Issue of Paper Currency— Need for currency 
rvas met by increasing the issue of paper currency rvhich 
was facilitated by putting restrictions on its convertibility 

' such as limiting the daily issues of rupees to single ten- 
derers of- notes or suspending extra-legal facilities for 
conversion. 

(9) Financial Measures— Tire Government on 

the one hand tried to curtail other dran war expenditure 

, as much as possible, and on the other raised more money 
through fresh taxation and loans from the public. 

{Babington Conimitiee ) — 

From what has been said above, it must be more 
than clear that during the period of war the 
currency system of tlie countr>' rvas totally disturbed. 
The whole question v^s to ,be considered afresh and for 
this purpose a Committee under the presidentship of Sir 
Henry Babington Smith ^vas appointed by the Secretary 
of State on 30th May, 1919. The main recommenda- 
tions of the Committee were the following: — 

(1) The rupee should be linked not to sterlmg 
but to gold at the rate of 2s. gold per rupee 
so that even, a rise in the price of silver above. 
43 pence per oimce would not disturb the 
- ' . fixed rate. The Committee in its vieiv had 

thus made pro\Tsion for all possible rise in 
the price of silver. The Committee preferred 
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gold to Sterling as the latter was depreciating 
and was expected to further deprecate which 
would involve depreciation of rupee also 
which was not in the interest of maintaining 
the token character of rupee. Then, linking 
the rupee to sterling would also mean fluctua- 
tion of rupee in terms of gold with sterling 
and the relative value of the rupee and the 
sovereign (gold coin) would vary consequently 
thus making the circulation of rupee and 
sovereign side by side impossible , though 
both were legal tender. 

(2) When the new -exchange of 2s. gold is estab- 
lished, war-time restrictions on the free import 
and export of silver and gold should be 
removed. ■ 

, . • (3) Branch of the Royal mint should be re-opened 

at Bombay for coining of sovereigns. 

.(4) The Government should withdraw its oliga- 
tion to give rupees ' for sovereigns as a safe- 
guard against the possible rise of the price 
of silver. 

. . (5) No limit should be placed on 'the Gold 

. • . Standard Reserve and a considerable part 

■ - of it should be kept in gold (half of it India) , 
the rest, being invested in securities. 

. (6) Council Drafts should be sold in excess' of 

the Secretary of State’s own requirements- 
■ by competitive . tender, and that in times of 

. weak exchange the Government should sell 

, Reverse Councils. 

{Minute of 'Dissent ) — 

■The late Sir Dadaboy Dalai, one of the members of 
the. Committee, however, disagreed with his colleagues 
.and signed - ;a separate minute of dissent. He ’.was 
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opposed to fixing, the rate of exchange at such a high level 
as it was to mean a great disturbance to relations between 
debtors and creditors, a loss to exporters and in the rupee 
value of the invested reserves in sterling securities as ivell 
as of gold held as part of the metallic ' reserves against 
tlie note-issue. He argued that changes in standards 
of money should not be lightly made. Lastly he also 
maintained tliat the rise in the price of silver ivhich ivas 
the main ground for fixing a high exchange rate could 
have been effectively prevented if the Government had 
lifted the war-time embargo on the export of silver ivhich 
she could have easily spared. He furdier suggested that 
stopping fi'esh coinage of silver and restricting sale of 
Council Bills to the requirements of the Secretary of 
State would have also been helpful in meeting the 
situation. 

{Government's action ) — 

The Government,- however, accepted the recom- 
mendations of the majority and took the following steps 
to put-them into force by issuing a number of notifications 
on February', 1920. 

(1) The Exchange- value of the rupee was fixed 
at 2s. gold. 

(2) Restrictions on the imports of silver (not ex- 
ports) as well as on the melting of silver and 
gold coins ■were removed. Import duty 
on silver was also abolished. On June 21, 
restrictions on the import of gold bullion 
and foreign coin were removed. Restric- 
tions on the use of silver for making pa^nnents 
on ■ behalf of Government were withdra^vn, 
and extra-legal facilities for conversion of 
notes into rupees were rene^ved. 

(3) The obhgation on the part of tlie Govern- 
ment to give rupees for sovereigns and half- 
sovereigns ^vas withdratvn. 
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(4) By an ordinance of June 21, 1920 sovereigns 
and half-sovereigns ceased to be legal tender 
in payment or on account, the Government 
only being prepared to receive them at the 
. ratio of Rs. 15 for 21 days on. the expiry of 
which restrictions on the imports of British 
gold coin were also removed. Then by 
the Indian Coinage Act of 1920, the legal 
character of the sovereigns and half-sovereigns 
at the rate of Rs. 10 and Rs. 5 respectively 
was restored. As the market price of sovereign 
was higher- than Rs. 10, it never functioned 
as currency at the hew rate. Therefore 
opening of a gold mint was thought un- 
necessary. Here it may be remarked that 
the Government first by requisitioning all 
imports of gold on private account and then 
from September, 1919 by a series of their 
fortnightly sales of gold tried to reduce the 
premium the gold commanded in the market. 
But ^vhcn the Smith Committee fixed the 
2s. gold rate, gold w'as still at a :prcmium. 
To reduce this premium the Government 
again sold a large quantity of .gold betw-ecn 
February, 1920 and September, 1920 and 
were stopped in October, 1920. As soon 
as the gold sales were stopped its price w'hich 
had been somewhat controlled again went 
up. Thus in this matter' the failure of the 
Government w'as obvious. 

(5) It W’as announced that 'Council Drafts and 
telegraphic transfers would be offered by 
.open tender every week and that in future 
■ . Reverse Councils w’ould be sold in times of 
weak exchange at a rate based an the cost 
of sending gold from. India to London. 
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Breakdown of the new gold ratio of 2s. : — 

^Vc ha^•e already remarked tliat by tlie announcement 
of February 2, 1920 the rupee-exchange rate had been 
fixed at 2s. "gold. The immediate effect of fixing such a 
high rate was. a rise in the rupee-stferling exchange, 
sterling depreciation in terms of gold being continued and 
rupee being linked to gold. The rush of the exporters to 
sell tlieir export bills to avoid loss .by any further rise in 
the rupee exchange (sterling) was anotlier factor that 
contributed to its rise. Thus on 11th Fcbruar)% 1920 
tlie rupte-sterling exchange reached tlie un-precedented 
figure of 2s. lO^d. a rupee. But thereafter the situation 
underwent a change and the historic fall in tlie exchange 
rate began. Ihere uere several causes for tliis. The 
rush of the exporters had abated. Demand for sterling 
increased, c.g., many commercial firms and private persons 
hastened to make their remittances to England so as to 
profit by the high exchange; large orders for foreign plant 
and machinery \vere placed and the price \vas sent in 
advance in tlie post-war boom of company floatations. 
Speculators’ demand in die hope of future fall was also a 
factor. On the top of all tiiis came die unfavourable trade 
balance. The result was a downivard trend of the rupee 
exchange. The Government came out with an offer 
to sell die Reverse Councils to prevent the fall. But the 
fall ivent on and the Government realising die futility 
of maintaining the 2s. gold exchange decided to 
maintain it at 2s. sterling from June 24, 1920. The 

rate sdll continued to fajl and all that die Government 
could do ivas to go on reducing their mm rates with every 
fall in die market rate, their only principle being that die 
official rate ivas fixed at a someivhat higher level. Even 
diis could not go to an indefinite extent and at the end of 
September, 1920 die Government abandoned all attempts 
at regulation. All diis experimentadon involved much 
loss to the Government as well as business community 
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because of deflation of money that was brought about 
as a result of the sale of Reverse Councils and their plac- 
ing reliance on Government’s maintaining a high exchange. 
Many importers Avere ruined. The sale of Reverse 
Councils on this, occasion amounted to ;4.55 j 382,000 to 
pay which amount sterling securities and Treasury Bills 
of the Paper Currency Resei'vc had to bc^sold at a great 
loss because they were bought at the rate of Rs. 15 to ' 
the pound and they were sold at Rs. 7 to Rs. 10 per 
pound. When the Government left the attempt to con- 
trol the exchange, it came down from Is. lOd. in September 
to Is. 5-|d. in December, 1920. The position did not 
improve inT921 also and in December, 1921 the exchange 
spod at the lo^v figure Is. 3gd. and in April, 1922 it further 
deteriorated to Is. 3^d. a rupee. 

{Cause of the breakdown ) — 

This breakdown in the Government attemjjt to 
maintain the high exchange w'as inherent in the situation 
which the Babington Smith Committee hopelessly misread 
and the Government persisted in perpetuating. The 
main plank in the armoury of the Committee’s arguments 
for a high exchange was to avoid the trouble from future 
rise in the silver price. But in this connection the Com- 
mittee ought to have displayed better understanding. 
The real cause responsible for the fall of rupee was its 
lower purchasing power in comparison to dollar and pound- 
sterling, but the Committee paid no attention to this. 
Besides this, the rise in the silver prices was mostly 
speculative and not permanent -and it is diflncult to guess 
how the Committee failed to take notice of this fact. Thai, 
the high price of silver, was partly result of the 
depreciation of the rupee as well as sterling in terms of 
commodities in general. To solve the problem of keeping 
the rupee a token coin and thus maintaining it in circu- 
lation, what was necessary was the reduction in the fineness 
of the rupee and not raising its exchange value.' It is 
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clear, therefore, that 'the Committee bungled, and even the 
Government of India in adopting the recommendations of 
the Committee did not show better wisdom. First, there 
was no danger of the rupee altogether disappearing from 
circulation even if it did not remain a token coin and 
its intrinsic value became higher than its nominal value, 
because the volume of rupees in circulation was enormous. 
Further, at a time when the Government was contem- 
plating the adoption of the Committee’s recommenda- 
tions, the price of silver ^vas also falling and had gone 
down to the level of 44d. an ounce. All this leads us to 
the conclusion that first the Babington Smith Committee 
itself made a mistake in recommending such a high value 
of the rupee,, secondly the mistake of the Government 
in adopting the recommendation was still greater, and the 
greatest of all the mistakes which the Government com- 
mitted was its unTOse insistence in attempting to main- 
tain tire high value even when the impossibility of the 
task had become clear. The task was impossible because 
the exchange value of the rupee %vas fixed at a level much 
higher than its purchasing pdw'er justified. And this 
therefore, was the main cause of the breakdown that 
occurred. 

{Rise to Is. 6d .) — 

It has been already remarked that the rate of 
exchange continued to fall, after the Government aban- 
doned all attempts to control it, for some time. Of course 
the Government had no other option according to its light 
but to sit with folded hands in a spirit of watchful expec- 
, tancy. But soon the situation began to take a turn. In 
1922-23 the export trade of the country shoived an im- 
provement as the purchasing capacity of the European 
countries increased. There has also taken place a lot 
of contraction of currency in India during all these years 
when the Government was making an attempt to prevent 
the exchange from falling. The contraction continued in 
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1921-22 and 1922-23 also by the transfer of sterling 
securities held in London to the Secretary of State’s cash 
balances and by the discharge of Indian Treasury Bills 
held in tlie reserve. The combined effect of this con- 
traction of currency and rise in exports was to raise the 
i'ate of exchange slowly but steadily. In September, 
1923 the rupee was equivalent to Is. 3Jd. gold and the 
pre-war ratio of Is. 4d. gold would have been easily 
restored as whs urged by the Indian Merchant’s Chamber 
so that no interests would have gained or lost at the cost 
or in favour of another. But the Government was not 
prepared to do it. The exchange continued to rise and 
it reached the level of Is. 6d. sterling in October, 1924. 
After this the Government prevented the further rise in 
tlie ratio. It was witli this end in view that expansion 
of currency was undertaken. The purchase of sterling, 
a hew metliod of remitting funds to the Secretary of State 
in place of the old method of the sale of Council Bills was 
one way that was adopted for the purpose of currency ex- 
pansion. Under this system the Government of India 
purchased sterling in London through the Imperial Bank 
from exchange banks and others, thus possessing the 
Government in possession of sterling in London and ex- 
change banks and others in possession of rupees in India. 
The exchange value of the rupee reached Is. 6d. gold 
in April, 4925 when England returned to the gold stand- 
ard after the war, and it remained or rather was held at 
this point, by the Government upto 21st September, 1931 
when England again went off die gold standard. In 
the meanwhile in response to repeated requests the Gov- 
ernment of India- had appointed on 25th August, 1925 
a Royal Commissioii on Indian Currency and Exchange 
under the presidency of Lt. Commander Hilton Young. 
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CURRENCY AND EXCHANGE— {Co7itmued) . 

• 

The Report of the Hilton Young Commission was 
published on 4th August, 1926. The recommendations 
of the Committee, may be classified under three main 
headings (i) The Monetary Standard {ii) The ' Ratio, 
{in) The Central Bank. It is with the first t%vo tirat we 
are concerned at present. 

Defects of the Gold Exchange Standard 

Before making its o^vn recommendations regarding a suit- 
able monetary standard for the country, the Commission 
pointed out the defects of tlie exchange standard. 

The system ^vas far from simple . The relation 
of the rupee to gold through sterling was not very obvious 
and it was to be maintained by a complicated mechanism 
of sale of Council and Reverse Council BiUs which a 
layman could not easily understand. Rupees, currency 
notes, and sovereigns and half-sovereigns — aU the three 
were unlimited legal tender, but the last, a full-valued 
coin, did not circulate at all and the currency notes 
were made convertible into rupees. 

Another defect of the system was that it did not 
ensure an automatic expansion or contraction of the 
currency which depended upon tlie "whims of the Govern- 
ment. The way to expand currency -was to sell Coimcil 
Bills in London to be paid in rupees in India or as after- 
w'ards to purchase sterling in India, and give rupees in 
return, but when rupees were paid out of Government 
Treasury Balances it involved no expansion of currency. 
Similarly, Reverse Councils sold in India if were paid 
in London not from Paper Currency Reserve but firom 
borrowings from the Gold Standard Reserve, no contrac- 
tion of currency was involved. Hence expansion as ^vell 
as" contraction was not automatic and necessary. 
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Tlicrc were tliree kinds of reserves maintained by the 
country — the Paper Currency, the Gold Standard and 
the Banking Reserves. Then there were the Cash Balanecs 
of the Government. In theory all of them had their 
special functions — the Paper Currency Reserve was to ensure 
convertibility of currency notes, the Gold Standard 
Reserve to ensure redemption of rupee into gold and main- 
tain the exchange rate, and tire Banking Reserves to ensure 
a sound banking system in the country. The Gash 
Balances of the Government were meant on the other hand 
to meet its day to day needs for expenditure. In practice, 
however, tlic functions of the Paper Currency and Gold 
Standard Reserves as well as the Government Cash Balances 
were mixed together, and between the Currency and the 
Banking Reserves there was little co-ordination. Thus 
Paper Currency Reserve was utilised also for maintaining 
exchange stability and purchasing silver to coin fresh rupees 
and the Gold Standard Reserve functioned only as a 
second line of defence. This created a lot of confusion. 
Besides this, so far as the location as well as composition 
of the reserves w'as concerned, all w’as not w'cll. The 
Gold Standard Reserve was not kept all in gold actually 
but was invested in sterling securities mostly, nor was it 
located in India. In 1906 a rupee branch had of course 
been opened but according to the recommendation of 
the Chamberlain Commission, the only one to be given 
effect, rvas abolished. The Paper Currency Reserve 
W’as also partly held in London which looked simply 
ridiculous as its aim was to convert notes into rupees in 
India and not England. 

It was -on these grounds that the Hilton Young 
Commission rejected the Gold Exchange Standard. 
The system possessed a few other drawbacks also. First, 
it was never evolved according to a planned and consistent 
policy and had a legal basis only in part, the central 
mechanism on which its. working depended (Sale ’ of 
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Council and Reverse Council Bills) being based merely 
on administrative practice rather tlian any statutory 
obligation. Secondly, the sale of Council Bills Avas always 
operated in such a way that it had the effect of checking 
the flow of gold to India. In the face of all these defects, 
the system was supposed to possess the two-fold advantages 
of cheapness and stability in Exchange. It was claimed 
to be cheap in the sense that without 'the use of gold it 
gave the advantages of a gold standard. But even these 
points have been disputed by the opponents of the system* 
and to say that it inspired the confidence in the public 
that a simple and direct gold standard would have done 
was of course wrong. And again even granting that it 
succeeded in achieving the rupee exchange stability, 
there was the rnore important problem of internal stability 
also and this 'the system did not solve. In altogether, it 
was right that India wanted a better system of currency 
than that of the Exchange Standard as it had already 
experienced. 

Some alternatives The other task before the 
Commission was to dispose of the alternatives of an 
improved sterling or gold exchange standard or a gold 
standard with a gold currency. The Commission rejected 
all of them. It -was not wise to link rupee to sterling 
and tie its fortune to it. Because it -svould amount 
to mortgaging the currency mind of the country ^vith 
another at a distance of .7,000 miles and making India 
play a second, fiddle to British interests. There was also 
another point against it and it was common with the gold 
exchange standard that, after the price of silver had 
crossed a certain limit, as it did during the 1914-8 war, 
the silver rupee would not remain in circulation. Further, 
public' confidence in India required conversion of internal 
currency into gold for internal purposes which was not 
possible under the gold-exchange standard. Thus, how- 


*See Ambedkar; The Problem of the Rupee. 
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ever, much the above two systems might be perfected, they 
suffered from certain inherent limitations and were not 
suited to Indian needs. 

For a gold standard with a gold currency also, the 
Commission had objection precisely on the ground that 
a gold currency would create a demand for gold which 
not only will be difficult to meet but would also bring 
about a dislocation in the world trade and industry by 
producing a fall in the gold prices all over the world which 
would prove disastrous to India also. Then this would 
also be accompanied by a fall in the price of silver as the 
currency demand for it would go down and this would 
involve hardship to the poor in India who possessed their 
hoards mostly in silver. Besides, other' covintrics like 
China, would follow suit and all the difficulties pointed 
out above would be aggravated. Hence gold standard with 
a gold currency was also rejected by the Commission. 

The Gold Bullion Standard :--Wh at was the 

alternative that the Commission envisaged then? It was 
that of a gold standaid without a gold currency and 
technically known as the Gold Bullion Standard. Accord- 
ingly the Commission made the following recommendations : 

(i) Silver rupees and currency notes should 
•remain as, then, the current medium of 
circulation, 

(n) Gold should not circulate as money and 
sovereigns and half-sovereigns should be 
demonetized. This would have the effect 
of checking any flow of gold from gold re- 
serves for currency purposes and thus our 
credit structure would be strengthened. 

(m) Rupees and currency notes should be made 
convertible into gold for all purposes by 
imposing a statutory obligation upon the 
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Currency Authority -for tliat purpose at a 
fixed rate and then at least 400 ounces of 
gold is demanded. 

(iv) The buying rate for gold was fixed at 
Rs. 21-3-10 per tola of fine gold. This was 
the par value of the rupee fixed by the 
Commission at Is. fid. a rupee (8.47 * 
grains of fine gold) or Rs. 13.37 for ^'1. The 
selling rates were so fixed as to prevent any 
loss from arising to die Currency authority 
on account of importing gold from London 
to replenish its stock of gold. Thus thfe'e 
selling rates were fixed, (a) When the T. T. 
rate on London was at or above the upper 
gold point Is. 6 13/fi4d.) the selling rate for - 
delivery in Bombay was to be the same 
as the buying rate viz., Rs* 21-3-10 per tola. 
When exchange rate would reach this point, 
it would be the gold import point for India 
and it would be profitable for outsiders 
to send gold to India rather than to send 
exchange.- When the T.T. rate on London 
was below the upper gold point, {b) the 
selling rate for delivery in London was to 
be Rs. 21-7-9 (allowing for cost of trans- 
port to London); (r) while for delivery in 
Bombay it was to be Rs. 21-11-9 (allowing 
for tivice die cost of transport). The net 
result of diese different rates ivas to prevent 
the Currency Authority from being the 
cheapest market for gold, and also free it 
from selling gold for non-monetary purposes 
which fimction did not belong to it in fact. 

(o) To rid die system of die threat involved in 
a. rise in the price of silver, the new 
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currency notes should not be made legally 
convertible into rupees, though the pro- 
mise for the already issued notes should be 
kept. But in practice full facilities should be 
given for such conversion if the people desired 
to inspire confidence in them. The cur- 
rency authority was also to be placed 
under the statutory obligation to convert 
all notes, excepting the one-rupee notes 
(the Commission recommended their re- 
issue), on demand into notes of smaller 
denominations or silver rupees at the 
option of the currency authority. 

{vi) To inspire confidence in tlic public in die 
value and stability of currency it was ne- 
cessary to make its gold basis more impor- 
tant. Therefore, the Commission recom- 
mended the issue of savings certificates’ 
redeemable in three or five years in legal 
tender money or gold at the option of die 
holder, and which should yield an attrac- 
tive rate of interest also. This was calcula- 
ted to promote savings also. 

(vit) The Paper Currency and die Gold Standard 
Reserves should be combined into one cur- 
rency reserve which should be regulated 
in matter of composition and proportion by 
statute. The Commission suggested the pro- 
portional reserve system, not less than 40 per 
cent being in gold and gold-securities. The 
gold holding of the reserve .should be raised 
immediately to 20 per cent and 25 per cent 
within 10 years. The silver holding on the 
other hand should be substantially reduced 
from Rs. 85 Crores (on 30 April, 1926) to 
Rs.' 25 crores in the period of ten years. Of 
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tlie gold holding at least one-half should be 
held in India. The balance of the reserve 

e 

was to be held in the Government of India 
rupee securities and self-liquidating trade 
bills, tlie former being limited to 25% of 
the reserve or Rs. 50 crores %vhichever 
^vas less. The created securities should be 
replaced by marketable securities Avithin 
ten years. In respect of the contractibility 
of the rupee circulation, a liability of Rs. 50 
crores was fixed. 

Thus, the Commission recommended the Gold 
Bullion standard to be adopted for India and claimed 
for it all the advantages of a gold standard wth the 
additional claim tliat As’astage of gold involved in the 
actual circulation of gold coin was in this case avoided. 
In April, 1925 it was some such s)'stem to Avhich England 
also returned. But it must be remarked that in England 
sovereign was . not demonetized. Now, so far, as the 
claims of the Commission for the standard it suggested 
are concerned, there are two important points that need 
consideration. First, how far tlie advantages supposed 
to beloiig to the neAv standard were real. The greatest 
point of a gold standard is that die country’s cirrrency, 
if not of gold, must be directly linked to gold. In theory 
the Commission assured this by placing a statutory obliga- 
tion on the currency authority to purchase and sell gold 
at fixed rates. But it ivas argued and rightly that tlie 
large quantity (400 ounces) that was. fixed as tlie minimum 
in Avhich gold can be sold and tlie rates Avhich were fixed 
for the purpose were such as* were to render in practice 
this assurance more or less useless, in one case because the 
amount Avas too large for the masses and in the otlier 
because bujdng gold Avhen it is cheapest and selling when 
it is dearest Avould make buying and selling transactions 
rare ui India. Further tlie offer to sell gold at a more 

39 
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favourable rate in London than in Bombay when exchange 
was below the upper goldpoini was also criticized^ on the 
ground that it encouraged delivery of gold in London. 
The second point was about the special conditions of 
India which arc always an important factor in the matter 
of deciding the system of currency for a country. In an 
advanced country like England with an instructed public 
opinion, actual circulation of gold coin might not be 
necessary to make the currency system intelligible to the 
people and assure them in its stability. But in India 
with an overwhelmingly uneducated masses, gold coin 
was a necessity at least to start with. This was why almost 
all Indian witnesses before the Commission and even some 
European witnesses like Dr. Cannon and Dr. Gregory 
strongly urged upon the Commission to recommend a 
gold currency standard. Brit the fun of it was that the 
Commission though did not recommend a gold coin in the 
beginning said that it might be adopted later on /though 
in its opinion it was never necessary. In fact the Com- 
mission argued that under the system they recommended 
in course of time sufficient gold reserve would be collected 
to warrant the introduction of gold currency if it was at 
all thought necessary. In its opinion immediate introduc- 
tion of gold currency w^s to create a demand for gold that 
would result in • great dislocation of trade and industry in 
the world which was not desirable. 

To sum up this discussion we can say that though 
the Commission rendered a great service in rejecting the 
exchange standard and suggesting that Government 
control over currency should be ended, but it failed to 
provide a suitable system Tor the country in its place. 
In 1926, India would have done well in adopting a gold 
currency standard. 

The Ratio question Another very important 
recommendation of the Commission related to ' stabi- 
lizing the value of the rupee, and the Commission after 
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examining the whole question fixed the ratio at Is. 6d. 
Sir Purushottam Das Thakurdas in his minute of dissent, 
on the other hand, gave his verdict in favoiur of Is. 4d. 
Thus began the ^vell-known Is. 6d. vs. Is. 4d. controversy 
in the currency and exchange history of India which has 
been continued since then with great vigour and heat 
on the two sides. 

The Hilton Young Commission advanced a num- 
ber of arguments in favour of Is. 6d. Their first point 
was that prices in. India were adjusted to this rate as it 
had enjoyed an unbroken existence for over an year. 
On the basis of their examination of the Index-numbers 
also they reached the same conclusion. They also 
assumed (without showing any statistical evidence) that 
wages had been adjusted. Regarding the contracts, 
they said that as bulk of them were short term and were, 
therefore, not affected. For long-term contracts as those 
of land revenue they argued that rise in prices of agricul- 
tural prices since 1914 had considerably lightened the 
burden. They on the other hand had a number of ob- 
jections against Is. 4d. Prices and wages w'ere not 
adjusted to this rate which also would mean a great burden 
to consumers as well as Government finances. The 
Commission, therefore, suggested the Is. 6d. ratio. 

Sir Purushottam Das Thakurdas, however, argued 
that the Government presented the Commission with a 
fiat accompli ^vhich it accepted. There was no 
adjustment of wages as well as prices to the higher ratio. 
It ^^•as a loss to Indian industry as exports would; till 
adjustment had taken place suffer and imports 
would get a bounty. The biu-den on debtors, who were 
largely agriculturists, ^vas real as they owed debts con- 
tracted at a time of Is. 4d. ratio. The Is. 4d. ratio was 
the pre-war., ratio which had broken down during the 
war and to which India should return as other countries 
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]iad also invariably done. The loss involved to public 
finances as well as to consumers who were not also produ- 
cers of goods and who formed a sipall percentage of the 
total population was, in the opinion of Sir P. Thakurdas, 
not to be given any great importance. Fpr all these 
reasons he was in favour of Is. 4d. ratio. 

Even without going into the intricacies of the argu- 
ment whether Is. 6d. was the right ratio or Is. 4d., we 
must mention that, the countiy wanted the latter ratio and it 
was necessary that tiie Government should Jiave given 
to it what it demanded. At the same time \s'c have not 
to forget that a higher ratio has always been fa\’ourcd 
Ijy British commercial and industrial interests as well as 
British Officials in India who stand to gain on the one- 
hand as consumers due to a fall in the price level in India 
consequent on a high e.xchange, and on tlie other as remit- 
ters of funds in form of profits or savings to England. 
Further, even Avhen prices and •wages ■were completely, 
adjusted to the higher ratio, because mostly the capital 
c.\penditurc of industrials in India was made in the 
time of Is. 4d. ratio, they were to this extent handicapped 
in competing with their British rivals unless Urey carried 
on a process of decapitalisation which no company really 
relishes. And all these considerations must have weighed 
on the Government in the matter of taking the ratio to 
Is. 6d. and net checking it at Is. 4d. after October, 1924, 
is a fact that the Commission ought to have taken notice 
of. Anyway, the Commission recommended and the 
Government accepted the Commission’s recommenda- 
tion of Is. 6d. and thus produced another fi'uitful ground 
for resentment in tlie public mind against the currency 
and exchange policy of the Government. 

Government’s action on the Report On 

16th January, 1927, the Government published three 
bills embodying the Commission’s recommendations. 
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They were: (1) The Currency Bill to amend the Coinage 
Act of 1906 and the Paper Currency Act of 1923, and 
to lay certain obligations upon the' Government in 
regard to the purchase of gold and the sale .of gold ex- 
change; (2) The Bill to establish a Reserve Bank in 
India; (3) the Bill to amend tlie Imperial Bank of India 
Act. As the second BUI could not be passed, tlie tliird 
bill was not proceeded with. The first Bill -was passed 
into an Act -which gave legal recognition to Is. 6d. 
rate that had been in operation since April, 1925 .and 
for the first tin e in the histoni' of Indian Currency 
imposed a statutory obligation upon the Government 
to prevent a fall in the rupee exchange. It ^\•as laid do\vn 
in the Act tliat Government would purchase gold at 
Rs. 21-3-10 per tola in the form of bars not less than 40 
tolas (15 oz.) and would sell gold or, at the option of the 
Government, sterling for immediate deliver}’ in London 
at the same price subject to the condition tliat not less 
than 400 ounces of gold or sterling worth that amount 
of gold were demanded. In case of sale of sterling, 
ho^vever, normal cost of transport from Bombay to 
London was to be allowed for and a rate of Is. 
5’49;64d. was notified by the Government for the 
purpose. The Act also deprived sovereigns and half- 
sovereigns of tlreir legal tender cliaracter but imposed 
upon the Government an obligation to receive these coins 
at its currency offices and treasuries at theh bullion 
value which ^vas Rs. 13-5-4 per sovereign of full ^veight. 
Thus ^vas established a Gold Bullion cum-Sterling Exchange 
standard in India, since tire Government could sell 
either gold or sterlurg at its option. Because sterling 
was on tire gold basis, therefore, in practice it meant 
gold exchange standard. The exchange standard as 
set up by tire Act of 1927 was superior to the former one 
in one respect only, that under ir the Government rvas 
under the statutory obligation not only to purchase 
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gold but also sell gold or sterling at fixed rates. In other 
respects it suffered from the same defects as the old one. 

Exchange during 1927-31 : — The tendency of 
the rupee-exchange during all these years continued to be 
downward and the Government had to make special 
efforts, like increasing the Bank Rate, contracting currency, 
and issuing treasury Bills to Exchange Banks and other 
purchasers, to keep the exchange at Is. 6d. ratio. All 
this gave point to the advocates of Is. 4d. who still 
agitated for a reduction on the ground that so much mani- 
pulation on the part of the Government showed that the 
Is. 6d. ratio had not yet adjusted. It is right that the 
world trade depression, which affected India, also 
aggravated the situation, but the share of the high ratio 
in the matter of falling balance of payments, and prices 
in India, as well as in checkmating recovery afterwards 
cannot be altogether refused.* 

The Crisis of 1931 Under the 1927 Currency 
Act, the Government bought gold and sold sterling at 
the lower gold point (Is. 5*49/64d.) till 19th September, 
1931. On the 20th September an important event in 
the form of England going off’ the Gold Standard took 
place which had its repercussions on Indian Currency 
and Exchange. On 21st September the Governor- 
General pi'omulgated an Ordinance suspending Govern- 
ments’ obligation to sell gold or sterling, but on the sarne 
day the Secretary of State announced the decision to 
maintain the rupee at Is. 6:1. sterling. On 24th Septem- 
ber, the Governor-General promulgated yet another. 
Ordinance, the Gold and Sterling Sales Regulation Ordi- 
nance, which repealed the previous one, technically 
restored the Currency Act of 1927, but in practice wanted 
to control the sale of sterling by laying down that 
sterling was to be sold to recognised banks, at the old rate 


*See ‘The Indian Monetary Policy’ by B. P. Adarkar. 
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of is. 5'49/64d. and for financing normal trade require- 
ments and contracts completed before 21st September, 
and reasonable personal and domestic purposes and 
not for financing imports of bullion or speculative exchange 
transactions. Thus we came to have a controlled sterUng 
Exchange Standard. This control was felt necessar)" to 
protect the Government gold and sterling resources 
against an undue strain. The rupee ^vas linked to sterling. 
But sterling was depreciating in terms of gold and natu- 
rally the rupee also followed suit. This resulted in raising 
the rupee-price of gold also. Towards the end of August 
1931, the price of gold in tlie bullion market was at tlic 
figure of Rs. 21-13-3 per tola arid' m December, 1931, it 
shot up to Rs. 29-2-0 per tola. It rose to much higher 
figures after that. People found it profitable to sell gold 
and their economic distress encouraged them to avail of 
the opp'ortunity. There began tlie much criticized gold- 
exports from our countr)' and between tlie end of Sep- 
tember, 1931 and the end of February, 1932, about 
Rs. 50 crores ivorth of gold ivas exported from India. 
The supply of sterling consequently increased, and the 
Government of India repealed the Gold and Sterlmg 
Sales Regulation Ordinance on 31st Januar)% 1932. 
Technically the Currency Act of 1927 was fully restored, 
but in practice the Secretary of State’s declaration to 
keep the rupee linked to sterling at Is. 6d. held the ground. 

Since 1931 up to die beginning of tlie present 
war, the cuirency and exchange history of India is a 
history of two important controversies, one ranging round 
die linking of the rupee to sterling which also covered the 
question of devaluation of the rupee, and the otiier round 
die e.xports of gold from India. Let us briefly examine 
both these problems, in a dispassionate way. 

The Linking of the Rupee to Sterling "We 

have already remarked that ivhen England went off the 
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Gold Standard, the rupee was linked to sterling and 
India was placed by an announcement of the Secretary 
of State for India on Sterling Exchange Standard, a 
standard against which the Milton Young Commission 
had already given its verdict. I'his aroused much protest 
in the country against the action of the Government. 
Einst, the way in which the Secretary of State for India 
in such a summarily way changed the whole basis of the 
currency standard of the country without consulting the 
public opinion was highly condcmnable and provided 
a very just ground for resentment and protest by any 
self-respecting people. India’s criticism on this account 
was not surprising. Then,- there was the question of the 
actual achievement made. Mow far linking the rupee 
to sterling was a wise stejj considering India’s national 
interests. 

Now, when England went oil' the Gold-St;\ndard, 
there were three alternatives, that India had before it: 
(t) Keeping the ruj)cc linked to gold, (ii) Keeping the 
rupee linked to sterling, (m) Leaving the rupee free. 
The Government of India chose the second alternative. 
\Vhcthcr it was the right think to do or not, about this 
the opinion in the country was divided. Those who 
were in favour of the link put forth a number of arguments 
to support their view point. India had hca\y sterling 
obligations and a considerable proportion of her interna- 
tional trade w'as with England and other countries on the 
sterling basis, therefore stability of rupee sterling rate 
was very important, and linking tlie rupee to sterling was 
the way to achieve such a stability in our exchange rate.. 

^ Then as sterling depreciated in relation to gold and rupee 
was linked to sterling, the rupee wquld also undergo a 
fall in relation to gold and her export trade witli gold 
standard countries would get a- stimulus, no matter 
temporary. All these arguments had their force, but 
there were others also equally or perhaps more weighty 
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on the other side as well. The most potent argument 
on tlris side -was that, first, for a country like India ^\•ith 
internal trade overwhelmingly larger tlian her foreign 
trade, tlie question of exchange stability was not so im- 
portant as internal stability in prices and production, and 
secondly our exchange rate should not be a reflection of 
economic conditions of any other countr>', as it ^vould be 
of England in case of the sterling link, but of omr owi 
covmti-y only. The economic conditions and exigencies 
of an industrialized country* like England can hardly have 
anything in common widi a back\vard country’- like India 
which is on her way to industrialization and, tlierefore, 
India should have been left free to adopt a rate of exchange 
suitable to her ovm requirements of foreign trade, which 
to a large .extent was with countries outside the sterling 
block, and the internal price level. There were further 
points also. The advantage in respect of our exports to 
gold standard countries was to be set against the dis- 
advantage in respect of imports from diem as well as the 
Imperial preference diat England ivould automatically 
get. By some the linking of the rupee to sterfing at die 
particular rate of Is. 6d. was also opposed on die ground 
that though it meant the depreciation of rupee in terms 
of gold, yet rupee was still over-valued in terms of sterling 
and it meant a disadvantage to India specially when yen 
and other currencies ivere devalued in terms of sterling. 
It was also maintained* tliat it icas the rupee-sterling 
link at Is. 6d. is’liicli was the cause of die huge outfloiy 
of gold from India which was not in India's interests. 
Accoi-ding to this view the currency authority underi’alued 
‘ die rupee in terms of sterling and hence diere ivas die 
phenomenon of gold exports. As we shall notice in the 
following section this \deiv of the cause of gold exports was 
not .accepted by all. Howeyer, so far as the question 

*Thc Rupee Sterlin? Ratio nnd tlie Export of Gold by B. R. Sbenoy 
in ‘Economic Problems of India’ Vol. II, edited by R. K. ^^ukerjec. Also 
his article in Indian Journal of Economics in July, 1935. 
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of linking the rupee to sterling is concerned, ^vc arc 
inclined to the view that it was not in the country’s 
interests. So also at a time when countries were going 
off the gold standard, and when our gold reserves were 
already inadequate for the purpose, the alternative of 
keeping the rupee on the gold basis’*' was out of question. 
The only and the right altcrnativet was, thcrerore, to have 
left the rupee free to find its own exchange rate and to 
'manage it with a view to suit the requirements of the 
price and production structures of India. If it was diffi- 
cult for the Government to decide upon this course in a 
moment of crisis in 1931 when international horizon was 
not clear, there was no justification .for the Government 
for not having done so afterwards. 

The Problem of Gold Exports:— -As already 
pointed out, there began a regular outflow of gold from 
India after sterling’s going off tltc gold standard and the 
rupee being linked to it. By the end of Januaiy, 1940, 
the total amount of gold thus exported amounted to 
Rs. 351.40 crorcs. What has been the cause of these 
huge exports of gold from India has been a subject of 
much controversy amongst economists**. Without, how- 
ever, going into the intricacies of these controversies, 
•we shall try to put the facts of tlic situation according to 
our own light. The first important point in relation to 
these gold exports was that the gold which 'flooded the 
Indian market was ‘distress’ gold. The effects of a high 
ratio and the world economic depression had reduced 
the economic position of the Indian masses to the brink 
of bankruptcy. When, therefore, as a result of - our 
going off the gold with the sterling, the rupee price of gold 

*For detailed discussion see Prof. Adarkar’s article in the Indian Journal 
of Economics, January, 1936. 

"t Linking the rupee to' sterling- at a rate below Is. 6d. was another 
alternative. 

**See Indian Journal of Economics July, 1935 and January, 1936 for the 
controversy between Professor B. R. Shenoy and Professor. B. P.- Adarkar. 
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shot up, people hurried forward to dislodge their gold 
hoardings and take advantage of the high price of gold that 
ruled in the market. The second important point was 
that all this gold went out of India to foreign countries. 
This was the result of the internal rupee prices of gold being 
lower tlran the external ones. For this difference a number 
of factors were responsible. The villagers’ ignorance about 
the world price of gold was one, pressure of intensive 
propaganda on the part of bullion dealers in the up 
country centres causing quick dishoarding was another, 
and enormous accumulated supply of tlie metal was the 
third. It cannot also be denied that in the determination 
of the external rupee-price of gold the rupee-sterling 
exchange at Is. 6d. •was definitely a conditioning factor. 
A ratio higher than this would have certainly made 
the external rupee-price of gold more unfavourable and 
thus checked gold exports from the country, while a ratio 
lower that this would have turned tlie external - rupee- 
price of gold more favourable thus encouraging the gold 
exports. To sum up it would not be incorrect to say that 
these huge exports of gold were an indication of our people’s 
economic malaise who sought relief by taking advantage 
of the rising prices of gold caused by our going off the gold 
standard with tlie sterling.- 

The next point about the gold exports was, as to 
whetlier they were in the best interests of our country or not? 
About diis also the opinion has differed from one economist 
to another. According to some they were looked upon 
as a God-sent 'gift which gave people an opportunity to 
convert their dead stock in . gold into liquid purchasing 
po'wer that could be used to relieve their distress and 
meet tlieir obligations. The high price of gold meant a 
capital gain to the sellers. The effect of these exports 
on Government finances and tlie countr>'’s balance of trade, 
has been favourable. With tlie help of the sterling re- 
sources accumulated as a result of gold exports and pur- 
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chased by the Government by paying rupees and currency 
notes, on the one hand it had been possible for the Govern- 
ment to cancel foreign obligations and thus do a capital 
good to tlie country, and pn the other moic currency 
had been passed into internal circulation which was 
invested in Treasury Bills, bank deposits, and postal cash 
certificates which brought about a lowering of the rate 
of interest thereby heliJing the economic expansion of the 
country. According to this view, had the Government 
purchased all the gold to strengthen their reserves as was 
suggested by the opponents of the view, the gold holdings 
of the Government rvould have increased to .an excessive 
limit for which there was no use. Similarly an export 
duty on gold was not justified as it would have fallen 
mostly on the sellers who were move anxious, sellers in their 
distress than the foreign purchaser. 

The arguments on the other side were that by 
allowmg exports of gold from the country, the Govern- ■ 
ment let go a very good opportunity to strengthen its gold : 
reserves and instead piled up resources in a depreciating 
currency, sterling. It was also maintained that by 
parting with gold at a time, when it was appreciating in ' 
value, the sellers of gold individually as well as the whole 
nation collectively suffered a loss that. should have been 
avoided. So far as the question of converting the dead 
stock of gold into active purchasing power was concerned, 
there was no disagreement. _ But the upholders of the 
latter view maintained that the better way of doing this 
was to delink the rupee and place an embargo on the 
■gold exports from the country, the Government and later 
on the Reserve Bank coming forward to purchase all the 
gold offered for sale -and tlren makiiig use of it according 
to necessity for strengthening gold resources, liquidating 
foreign debts and meeting home charges. In our opinion 
also, -this would have, been the only correct and wise policy 
for the Government to pursue because it would have 
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ensured all . the benefits of converting gold .into , active 
money and at the same time keeping a control on our 
gold and making use of. it only in a planned and well- 
thought out way instead of frittering it away in. a 
haphazard and unco-ordinated manner as actually hap- 
pened. 

Devaluation of the Rupee We have referred 
in a preceding section to the ratio controv^ersy and noticed 
that the nationalist opinion in the country was opposed 
to stabilizing the rupee at Is. 6d., but the Government 
of India paid no heed to it. When the question of estab- 
lishing a Reserve Bank for India came to the front, the 
controversy was once again revived. Sir Purushottam' 
Das Thakurdas put up a strong plea in favour of lowering 
the ratio and held up the example of Australia, New 
Zealarid, and the United States which had devaluated their 
currencies to raise .prices and improve their trade balances. 
But^ali this produced little effect on our masters in the White 
Hall and when the Reserve Bank of India Act was passed, 
it contain.ed an obligation for the Bank to. maintain the 
Is. '6d. ratio between fixed upper’ and lower points. By 
clause 40, the Bank is required to sell sterling to any person 
who 'makes a demand in that behalf at its office in Bom- 
ba’y, Calcutta, Delhi, Madras or Rangoon* and pays 
the purchase price in legal tender currency for immediate 
delivery in London at a rate not below Is. 5'49/64d. for a 
rupee, thus providing against a fall in the rupee rate .below 
this figure.. On the other hand clause 41 makes it 
necessary for the Bank to buy sterling from any person 
who makes a demand in that behalf at any of its offices 
for immediate delivery in London at a rate not higher 
than Is. 6 3/16d. a rupee, thus preventing a rise in the 
exchange above this point. The minimum amount of 
sterling for purchase and sale has been fixed at ten thousand 

*Arter the occup.ition of Burma by Japan the office.of.thc R. B. has been - 
closed. -. 
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pounds. Thus the Is. 6d. rate was legalized and India 
was put on a sterling-exchange standard. 

This arrangement naturally failed to satisfy the 
nation’s demand for currency and exchange which, 
therefore, continued to be persistently made. Thus a 
tussel between the Government and the public opinion 
went on, the former denying the necessity of any change, 
.and the latter insisting upon its importance all the while. 
The agitation for devaluation gathered force again in 
1938 when as a result of the economic recession of 1937-38 
the exchange weakened and touched the statutory lower 
point of Is. 5‘49/64d. in the first week of June, 1938. 
The Congress Working Committee also passed a resolution 
in favour ' of exchange reduction but the Government 
was adamant and only satisfied itself by issuing communi- 
ques and rejecting the people’s demand. In the meanwhile 
the present war broke out and the whole situation under- 
tvent a change. Before proceeding to examine the effects of 
war on our currency and exchange, let us in brief examine, 
the case of devaluation as advanced by both the sides. 

The one patent argument put forward by the 
Government was that when international situation was 
not clear any tampering with the ratio was not wise. 
First, as has been argued by some, at least by the end of 
1936, a majority of the world’s currencies had regained 
their stability in terms of gold, and from the view point 
of prices, employment, and production also, conditions 
of comparative stability have been achieved. Hence 
the international horizon was sufficiently clear to revise 
the problem of Indian currency and exchange on a 
permanent basis*. Secondly, when the needs of national 
economy definitely demanded a change, no pretext on 
grounds of international situation could justify the Govern- 
ment’s attitude. .Other countries in the world had carried] 


Indian Monclary Policy; E. P, Adarkar. 
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bn tiie necessary manipulation of their exchange policy 
to suit their respective interests without caring for the 
international situation, and tliere was no reason why 
India only should have waited. 

The other argument of the Government was that 
the Is. 6d. ratio was the best ratio. If, however, we 
examine the factual side of the question we are ' bound to 
. reach a different conclusion altogether. Ever since tlie 
stabilization of the rupee, in our balance of payments, 
there began a- sudden disruption. Though linking the 
rupee to sterling meant a little devaluation but it did not 
prove to be sufficient, as well as it gave no advantage to 
her exports so far as the sterling area was concerned. 
Thus the situation as regards our foreign trade was not con- 
ducive to external equilibrium and called for a further 
devaluation of tire rupee.* And not only externally, 
but internally also tire logic of the events deinanded 
tire ' same remedy. Ever since 1922 in fact Indian 
prices showed a do\vnward tendency, and even after 
our going. off gold in 1931, though there, was a little 
relief, the recovery ^vas not. commensurate ^\’ith ^vhat it 
. was in England or other countries. It was this high 
exchange ratio which was responsible for this unsatisfac- 
tory state of affairs and tire fun of the matter was that 
\vhen England herself followed the policy of currency 
devaluation to right her economic depression,' India was 
pi evented from doing so and was forced to follow the 
traditional path of exchange stability that brought ruin 
to the whole national economy. The situation was further 
aggravated due to the greater rigidity of cost structure in 
India which did not adjust to declining prices. So far as 
tile Gowrnmenfs arguments in favour of Is. 6d. were 
based in its favourable influence on the Government’s 
finances, as well as on the rise in tlie prices of imported 

♦See Devaluation of the Rupee by Ganguli in Economic Problems of 
Modern India. . ■ 
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goods it would cause; it sHould be sufficient to point out 
that first it is ridiculous to put such trifles against the claims 
of a whole national economy, and secondly in the long 
run even Government finances and people’s purchasing 
power would not fiave remained unefiTcctcd by the 
expansionaiy and wholesome effiect that devaluation was 
bound to produce on the economic position of the country. 
To sum up our discussion on the ratio problem, there- 
fore, we have in the end to remark that devaluation was 
higlily necessary to rehabilitate the declining economy 
of the country and the main charge against the Government 
>vas that it always refused to view the problem from such 
a wider and longer perspective which was the only right 
-.perspective in such matters. . . 

Eff;.cts of War on Indian Currency and Ex- 
change ;--Ih September,' 1939, however, the present 
world 'war broke out. It produced on the ■whole an ex- 
pansionary efiect on India’s trade and industry and the 
rupee-sterling exchange lightened and the Reserve Bank 
was able to purchase large quantities of sterling for meet- 
ing Home charges and strengthening the currency 
reserves. The rupee, however, depreciated in relation 
to the dollar, yen and other currencies following the 
slump in the pound. Afterwards with tlie pegging of sterling 
to dollar at 4.02, the rupee-dollar exchange has been 
%teady at Rs. 332 per 100 dollars. The rupee-sterling 
exchange has also been firm all this time. 

Exchange Control;— The rear has necessitated a 
well-regulated control • in the purchase and sale of the 
■ foreign exchange business. The authority regarding such 
a control has been delegated by the Government to the 
' Exchange Control Department of the . Reserve Bank of 
■India. The aim of this control has been the conservation 
of foreign exchanges by following a policy of exchange 
regulation that is in keeping'with that of the Bank of England 
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and of other Empire countries. For die purpose of exer- 
cising this control certain Indian Joint Stock Banks and 
the Exchange Banks have been licensed as authorised 
dealers who are instructed by the Reserve Bank to do 
business only on the basis of the rates of the London 
Exchange Control combined with the current rupee rate 
for sterling. Between the countries that made up the 
sterling area, and which consisted of most of die Empire 
countries, remittances have been allowed freely, while 
strict control has been exercised over remittances from the 
sterling area to any country outside it, limiting them to 
genuine trade purposes, travelling expenses and personal 
requirements. The regulations regarding the exchange 
control have been tightened up from time to time as the 
need arose. Thus in March 1940, the Bank of England 
introduced an export control system under which re- 
sti'ictions were imposed in India also on the export of cer- 
tain commodities to U.S.A. and a feiv other countries 
(known as ‘hard currency’ countries) unless the shipper 
produced satisfactory evidence that he ivas receiving 
‘hard currency’ and not sterling for his shipment. In 
June, 1940 this export control scheme ivas extended to 
cover all commodities shipped to U.S.A. and Switzerland, 
and in June 1941 it was furtlier extended to a number of 
other countries. Similarly in May 1940, the Government 
introduced a system of licensing imports according to which 
ho sales of foreign exchange against imports that were 
subject to license were to be allowed unless the importer 
had first received an import license from the Government. 
During the year 1941-42 these restrictions ^vere extended 
to cover all articles from all foreign cormtries, with the 
exception of a fe^v goods from Canada. Restrictions on 
remittances for other than trade purposes were also 
increased. Control was also established over the purchase 
of securities from foreigners and export of securities re- 
quired the Reserve Banks permission. 
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Restrictions on export nntl import of gold 
Exports as well as imj’oris of gi>ld aUo rrtpiirrtl a license 
fn'in liu: Reserve rjan!;. Eirenses f>r imports v.'crc 
generally given, while those rf»r exports were aho granted 
pn>vi(led the gold was consigned to the llatil; of Eaigland 
or if cojisigned to America, the relative dollar proceeds 
sverc sold to the IVdcral Reserve Rani; on behalf of the 
Bank of Englajul. Eng.laiul was anxii>ns to conserve all 
gold resources, though a sitnilar need for Imlia has all 
along been criminally ncghrcled. ’I he. price of gold has 
gone much higher tine u* war ami exports of gold fiom 
tile country have in(:rea>ed. Tlie Reserve Bank thonglt 
has piled up the sierling resources witliout any limit, the 
stock of gold with the Bank has remained stationary. 
This has e,v(»ked much adverse criticiMU from the public, 
which has advocaletl an embargo on export of gold and 
its purciia'^c by the Reserve Bank. 

Increased demand for rupee and other silver 
coins;— Up to the summer of 1910, tlie public confi- 
dence in the paper currency of the country was generally 
maintained. Bui the collajisc of France on the one hand 
and the entry of Italy :md later on Japan into the war 
on the other, set in a reaction and the j)ublic’s demand 
for conversion of notes into rupees increased and the 
hoarding of rupees as well as other small silver coins began. 
The decline in the rupee coin Itcld in the Issue Depart- 
ment of the Reserve Bank from 7,587 crorcs on September 
1, 1939 to 14.68 crorcs on .'\ugusl 27, 1943, is signific.nnt 
in this connection. The Government of India issued a 
Notification on 25th June, 19-10 to fight this tendency to 
hoard by penalizing the acquisition of rupee coin in excess 
of personal or business requirements. To meet the 
increased demand, new rupee coins and small coins have 
also been issued in larger and larger amounts.* Besides 

♦Up to tlie end of March, 1942 from 1910 the mintage of the rupee 
coin has amounted to a' total of about Rs. 34 crorcs and of small coins of all 
denominations between 1939-40 and 1941-42 to a total of about 12 crorcs. 
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resorting to further coinage, the Government of India also 
lowered the standard of fineness of the silver content of 
fdur-anna as well as eJght-anna pieces, in 1940, 'from 
eleven-twelfdis to one half so that the same amount of 
metal may render greater service. Later on a similar 
reduction in the fineness of tire rupee coin was also made 
in the same year. With a similar purpose in view, new 
half-anna, one-anna, and two-anna pieces were also first 
issued in 1942, and thus an economy of metal has 
been acliieved. Another measure adopted to meet the 
demand of the rupee coin, has been the issue of one-rupee 
notes under an ordinance of 24tli July, 1940. These notes 
convey no promise to be converted into rupees and are 
. tlius to be treated exactly as silver rupees. 

In spite of all these measures adopted by the Govern- 
ment to relieve the scarcity of silver coins of various de- 
nominations, it must be admitted tliat the shortage of small 
coins in tlie country has still persisted thus creating a very 
serious situation, and tire silver rupee has become a rare 
sight indeed, the one-rupee note having gained much in 
popularity. It may, tlierefore, not be out of place to 
point out at this juncture that this unsatisfactory state 
of affairs about the circulation of silver coins in tlie country 
is to a very great extent tlie result of hoarding practised 
by the people and should be looked upon as a direct vote 
of no-confidence in the currency and exchange policy of 
the Government ^sdiich has been progressively increasing 
tlie issue of the paper currency required to meet the ivar 
exigencies of a foreign imperialism. 

The future monetary standard in India : — 
Before concluding our discussion on tlie currency problem 
of the countr}% a word about the future monetary standard 
may not be out of place. We must in this connection 
first of all make tlie one very necessary assertion tliat India 
must possess an independent monetary standard whose 
aim should not be following a policy of mere exchange 
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Stabilization as has been the case heretofore, but reha- 
bilitating the whole economy of the nation visualized in 
its widest aspect. Secondly, though in the present ab- 
normal times it is impossible to think of the exact, form 
the future monetary system of India should, be given, we 
must not allow the country’s gold resources to be drained 
out of it and the Reserve Bank of India must take all 
possible elTorts to increase its gold holdings. As remarked 
already, however, it is in this one vital respect that the 
currency policy of the Government has always blundered 
and the mistake continues even to this day unabated. 
For this no amount of condemnation of the Government 
can be too much,' 

INDIAN PAPER CURRENCY. 

Early History: — Before the Act of 1861 gave the 
sole right of note issue to a Government Department, 
called the Department of Paper Currency, there existed 
in India what is called the free banking system according 
to which in law every bank was free to issue its notes. 
Therefore, it is erroneous to think that only the three 
Presidency Banks had the right ,of note-issue. It is a 
fact, of course, that owing to their special status, their 
notes enjoyed a superior' position as they were received 
by the Government to some extent in payment of revenue. 
Other banks also took advantage of the freedom to issue 
notes but not to any great extent. 

The Paper Currency Act of 1861, which took 
away the right of note-issue from banks, was the result 
of the Government’s alternative to meet the monetary 
stringency in the country that had developed after the 
adoption of the silver mono-metallism in .1835. The 
scheme of a Paper Currency was originally conceived by 
Mr. Wilson*, but owing to his untimely death it fell upon 
his successor Mr. Laing to carry tlirough the proposal in 
form of a Bill and the Act of 1 861 was the result, 

*The first Finance Member 'of India. ' T" 
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The Act cijdopted the principles of the English Bank 
Charter Act of 1844, and the fixed fiduciary system of note- 
issue was adopted. Under the 1861 Act, the maximum 
fiduciary issue in the form of Government securities ^\•as 
fixed at 4 crores of rupees, beyond which the Paper 
Currency Reserve was to consist of silver coin or bullion. 
India was divided into three circles of issue with Bombay, 
Calcutta and Madras as their head offices. The number 
of circles subsequently increased and settled down to seven 
in 1910, the four additional circles being Cawmpore, 
Karachi, Lahore and Rangoon. The denominations of 
notes issued were fixed at Rs. 10, 20, 50, 100, 500, 1,000, 
and 10,000. The five-rupee note was introduced in 1891. 
The notes \vere made legal tender (unlimited) both at the 
Government Treasuries and in private transactions but 
within tlaeir respective circle of issue. The notes could 
be encashed as a matter of right only at tlie head office 
of the circle of issue, though Government Treasuries cashed 
notes of other circles for bona-fide travellers and for the 
Railway Companies. Government dues could also be 
paid in notes of any circle. 

Paper Currency before 1914 The Paper 
Currency system as come to be established under the 
1861 Act, suffered fiom a number of defects. The restrictions 
as to the legal tender character and encashment of the notes 
stood in the way of their popularity. Therefore, from 
the year 1903,' when the five rupee note was made a. uni- 
versal legal tender except in Burma, a process of universa- 
lization began till it covered the currency notes of all 
denominations in tire year 1931-32. Similarly 'extra- 
legal facilities for the encashment of notes were provided at 
' the Government Treasuries in various places and tlie head 
offices and branches of the Presidenc>' Banks. During the \var- 
period (1914-18) these extra-legal facilities were suspended. 

Similarly the fixed fiduciary' limit that %vas fixed 
by tire Act of 1861 at a very low figure of Rs. 4 crores 
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only was extended from time to time and it rcaehed the 
limit of 14 crores of rupees in 1911 out of which 4 crores 
were to be held in sterling seeurities. The holding in 
sterling securities was first allowed in 1905 and was limited 
to 2 crores at first. 

There came about a change in the metallic com- 
position of the Paper Currency Reserve also. Upto 
1898 the whole of the metallic reserve consisted of silver 
coin, but the Gold Note Act of 1898 authorised the 
Government to have the reserve in form of gold coin also. 
The Act of 1900 empowered the holding of the gold coin 
in London also. And finally under the 1905 Act the 
Government got the full power to hold the metallic portion 
of the reserve or any part of it cither in London or in 
India, and in gold coin or bullion, or in rupees or silver 
bullion, with the condition that all rupees were to be held 
in India only. Thus a growing portion of the Paper 
Currency Reserve was maintained in a liquid form as it 
came to be used as a support to the exchange rate. The 
system was thus rightly criticised on ground of inelasti- 
ticity as paper currency beyond a fixed legal maximum 
could not be issued without a cent per cent, metallic coyer 
which was highly un-economic. Of course after 1893, 
when rupee became a token coin, some elasticity was 
introduced as in place op one rupee coin which cost less 
than a rupee — a currency note of the same value could be 
issued. Criticism was levied also on the ground that the 
Paper Currency Reserve was invested in sterling securities 
and was made to perform the function of supporting ^ex- 
change which was not its proper function. The nation’s 
demand • was that all the reserve should have been kept 
in India and used for the purpose of converting notes only. 
Lack of development of commercial banking resulting in 
shortage of cheques made th6 inelasticity of the currency 
system all the . more severe. The Chamberlain Com- 
mission had recommended that the fiduciary reserve 
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should be fixed at tlie amount of notes held by the Govern- 
ment in die Reserve Treasuries plus one-diird of the net 
circulation {i.e. gross circulation minus die amount held 
in die Reserve Treasuries). Thus the fiduciary reserve 
would automatically vary with note-circulation. But 
the 1914-18 war intervened and no action could be under- 
taken on this or other recommendations of the Commis- 
sion. 

Paper Currency during the 1914t-8 war : — 

The first effect of war on die paper currency was disturb- 
ing and there was a rush to convert notes into rupees, 
but soon as pointed out earlier, confidence was restored. 
The central phenomenon in die currency history of die 
country during the war period was a progressively increas- 
ing demand for money. It was not possible to meet it by 
coming rupees due to inavailability of silver and die only 
alternative for the Government was to issue more and 
more paper currency against a reserve of securities. 
Thus die fiduciary limit was raised fi-om time to time 
till it touched die limit of Rs, 120 crores in' 1919. The 
metallic reserve fell from 78.9 per cent, in 1914 to 35.8 
in 1919. Currency notes of one-rupee and two-and- 
a-half rupee denominations were, issued and extra-legal 
facilities for conversion were withdrawn. Indeed India's 
Paper Currency had become inconvertible for all practical 
purposes, and only a timely purchase of 200 million ounces 
of silver from die United States Government saved the- 
situation. The gross circulation of notes increased from 
nearly Rs. 66 crores on March 31, 1914, to nearly Rs. 153i 
crores on March 31, 1919. 

Paper currency after the last war : — ^\ffien 
die ivar was over, as already noticed, the currency system 
of die countT}' ^vas examined by die Babington Smith Com- 
mittee which, inter alia, made certain recommendations 
about the Paper Currency also and on the basis of these 
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recommendations the Indian 'Taper Currency Amend- 
ment Act of 1920 was passed. The Act made the following 
permanent provisions : 

(i) The metallic reserve was to be at least 50 

per cent, of the total reserve, the Committee, 
though, had recommended only 40 per 
cent. 

(ii) With the exception of Rs. 20 crores worth of 

securities held in India, the rest were to 
be held in England in short-term securities. 

(Hi) In form of a loan to the Imperial Bank of 
India at 8% interest notes to the amount 
of Rs. 5 crores were to be issued against 
inland discounted bills of exchange matur- 
ing within 90 days of their issue. The 
Act of 1923 raised the limit to 12 crores 
of rupees. This extra-issue was not to be 
considered for fixing the metallic reserve. 

{iv) The Secretary of State was not to hold more 
than five million pounds in gold bullion 
in London. 

Besides the above provisions there were some tem- 
porary provisions also necessitated by revaluing gold and 
sterling securities at 2s. basis. Thus the invested portion 
was fixed for the time being at Rs. 85 crores; which limit 
was raised to Rs. 100 crores by the Act of 1925 provided 
the total’amount of created securities did not exceed Rs. 50 
crores. To fill this gap caused by revaluation, Govern- 
ment of India was authorized to create rupee securities 
{aii hoc securities) and issue them to the Paper Currency 
Reserve. Beyond the permissible limit of 12 crores of 
rupees out of the total of Rs. 20 crores of rupee securities, 
these ad hoc securities were to be gradually replaced by 
sterling securities. It was, however, in 1921-2 only that 
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the excess over ;^40 millions in the Gold Standard Reserve 
was used for the extinction of the ad hoc securities. 

Not very long after the above changes were made, 
the Hilton Yoimg Commission was appointed which, as 
we have seen, made a number of recommendations* about 
the paper currency in the country which, however, could 
not be given effect to as the relevant Bill concerning the 
establishment of the Reserve Bank of Indfa was not passed. 
Under tire Currency Act of 1927, however, tlie gold and 
sterling securities -were again revalued at the lower rate 
of is. Cd. which resulted in an increase of Rs. 930 
lakhs in value. This amount was utilized for cancelling 
Treasury Bills of an equivalent value. 

Then in 1935 came the Reserve Bank of India to 
which the Government transferred the important fimction 
of currency control including the sole right of note issue. 
Since then, it is tlie Reserve Bank of India which has 
been operating the paper currency system of the countryf. 
As pointed out earlier (see chapter on Banking) this is 
a great improvement over the previous system when the 
currency and the credit control of the country was not 
co-ordinated under tlie same authority. 

Coming to the circulation of paper currency, a close 
analysis of the relevant statistics suggests that on the whole 
there has been a regular increase in both the gross as well 
as net (Total issue minus notes held in the Banking De- 
partment of die Reserve Bank after its establishment and 
in Reserve Treasuries before it) circulation of notes during 
all these years with the exception of the depression years 
of 1929-30 and 1930-31 after which a tendency towards 
a rise again set in. This expansion was partly due to 
upward trend of prices before the recession of 1937 and 
also due to die public demand to replace the gold in hoards. 
To give an idea of this rise in circulation it may be pointed 

♦See Hilton Young Commission recommendations elsewhere. 
tSee the Reserve Bank Section in the Chapter on Banking for details. 
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out that in the year 1919-20 the average active circulation 
was about Rs. 151 crores which had risen to about 172 
crores in 1928-29 and thereafter fell to 151 crores in 1930- 
31 and then again rose to 186 crores in 1937-38 but ex- 
perienced a slight fall in 1938-39 whereafter there has been 
a phenomenal rise*. 

About the character of note circulation, the one im- 
portant point deserving mention is the great popularity of 
Rs. 10/-andRs. 100/- notes and tlie unpopularity of Rs.50/- 
and Rs. 20/- notes. The Rs. 2i7- note and .tbe Re. 1/- 
note issued during the war were discontinued from January 
1, 1926. Similarly Rs. 20/- pote ceased to b? issued from 
1910. The Reserve Bank has decided (in 1938) not to 
issue its own notes of Rs. 50/- and Rs. 500/- denominations 
for their not being popular though the Government of 
India notes of these denominations would remain legal 
tender as before. 

An examination of the figures relating to absorp- 
tion or return of various forms of currency shows on the 
whole a preference for notes in comparison to rupees 
which were returned from circulation. One factor res- 
ponsible for this return of rupees was their being replaced 
by gold in hoards whose price before 1931 was low. The 
period of trade depression was responsible for reduced 
consumption of both rupees as well as notes. With tlie 
following of trade recovery the absorption of note currency 
however, increased which was partly set off by a return 
of silver coin. The trade recession in 1937-38 resulted 
in a net return of currency in this and the following year, 
but the position improved in 1939-40 in a large measure 
due to improved trade activity especially due to war and 
the tendency to hoard to which it has given rise. 

The composition of the Paper Currency Reserve 
shows, first an increase in the holdings of silver coin which 


^Report on Currency and Finance 1939-40. 
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was the result of the return of rupees from circulation as 
pointed above, secondly the holdings iii gold also increased 
on the whole, and from 22 crores in 1925 reached the 
figures of 44 crores in 1935 after which it remained stationary. 
This increase in the gold holdings was due to the sales of 
silver* conducted by the Government and brought about 
a corresponding reduction in rupee securities that conti- 
nued say up to 1934. The position of sterling securities 
deteriorated in the twenties till they totally disappeared 
in 1931-33 and again reappeared in 1934. Thereafter, 
the rise began which reached its pre-war figure in 1937-8, 
The fall in the sterling securities was on account of the 
increased difficulties of remitting funds to the Secretary 
of State, whereas in 1933-4 and the following years’ the 
surplus Home Treasury balances and sale proceeds of silver 
were utilized in purchasing sterling securities for the Paper 
Currency Reserve which was thus strengthened. 

Paper Currency under the present war 
Before closing qur discussion on the paper currency in 
India, it is only proper to trace the effects of the present 
\var on it. We have seen how there arose an increased 
demand for currency due to trade activity that followed 
the breaking out of war which ^vas partially made up by 
issuing one-rupee notes, and increased rupee-coinage. 
In addition to this, there also took place a verj'^ great rise 
in tlie amount of paper currency issued by tire Bank. 
This rise has been, to a very great extent necessitated by 
tire war expenditure of the Government of India on behalf 
of the allies, to meet rvhich tliey have been issuing paper 
currency against rvhich sterling has been accumulated in 
the paper currency reserve. To have an idea of this 
enormous expansion it may be of interest to point out that 
whereas on September 1, 1939 the notes in circulation 

♦Silver was sold and its proceeds invested in sterling securities which 
\^•erc transferred to Gold Standard Reserve against an equivalent traiisfer 
of gold from the Reserve to P.G.R-., corresponding amount of rupees securities 
being cancelled. 
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were about 172*44 croves by January 26, 1945 the figure 
reached the formidable ■ limit of 1,034 crorcs. The in- 
evitable result of this ever-increasing note issue has been 
the tremendous rise in the general price-level in the 
country which has brought ruin and distress in its turn 
to tlie poor consumer. Thus the country is to-day well 
in the grip of an ever-widening inflationary spiral. 
The authors of the Annual Market Review of Messrs. 
Prcmchand Roychand and Sons of Bombay for the year 
1942 make this significant observation in this connection. 
“In the absence of efficient price control, it is but natural 
that should the Government continue to finance the war 
requirements of the Governments of the United Nations 
by i'ncans of currency expansion against sterling securities, 
the inflationary spiral which is still in its infancy will soon 
move up at an accelerated rate, particularly since the 
productive capacity of the country — given the present 
capital equipment and method of production — would 
appear to have reached its limit.” It is a hard fact that 
the Government of the country has taken a very indifferent 
attitude towards the expansion of national production, 
which alone can be an effective remedy against inflation. 
The subordinate political status of the Government of 
the country which has to serve as the most obedient ‘boy’ 
of the white masters at the costs of our real national interests 
is at the root of the evil. A strict limitation of India’s 
material contribution out of its present production, .and 
an intensive effort at planned production and distribution 
can only save the situation but this presumes a truly national 
government in the country. The only compensation 
which the country has got for this blood-sucking process 
of an. already devitalized nation is in form of our rising 
balances in sterling that are accumulating in England. 
They have registered a phenomenal rise during the past 
four years of the war, and in spite of our debt repatriation 
carried out of these resomxes, the existing balances are 
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enormous. On 1st September, 1939 the'sterling balances 
in the Issue Department of the Reserve Bank of India 
showed an amount of nearly 39'5 crores of rupees which 
on 26th January, 1945 stood at the high figure of 929'33 
crores of rupees*. And the process of this accumulation 
is bound to continue so long as the existing practice of 
war financing continues. They represent the savings of 
an under-fed and under-clad nation and their protection 
is the most important thing from the view-point of the 
country’s economic future. We must insist upon a most 
judicious use of tlrem and see tliat no deterioration takes 
place in their value. Syt. G. D. Birla has suggested our 
sterling balances should be linked to commodity index 
number of the U.K. so that at the time of repayment we 
may not suffer in terms of goods, and should get as much 
goods for our credits as we would have got at the time tliey 
were granted. Regarding their use, our demand is “that 
all British investments in India including the commercial 
investments be repatriated” and that whatever remains 
should be at the free disposal of India to purchase witli 
them capital or other goods from any country she likes 
according to her needs in the post-war period. There are 
already made certain very ingenious suggestions to freeze 
our resources, but any such step based on these proposals 
would amount to denying the barest justice due to us. 

A'’. B . — See the note on “Bretton Woods” Monetary Conference in 
appendix. 

*The total Sterlings assets which liavc been purchased by the Govern- 
ment of India are near about Rs. 1,500 crores at present. 
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As the present world war is drawing nearer and nearer its end, thc^ Allies 
have been busy in discussing problems of post-war international co-operation 
in dillercnt matters. In July, 19-1-1, at Bretton Woods in America an Inter- 
national Monetary Conference was held which was attended by delegates 
from 4-1 nations of the world. The Conference h:.d before it three important 
issues to deliberate upon : (i) The establishment of an International Monetary 
Fund to maintain exchange stability between dilTercnt countries oi the world 
with a view to facilitate the expansion and b.alanecd growth of international 
trade and to minimise and shorten the periods of disequilibrium in the inter- 
national balances of pa^-ment of the different countircs. (ii) 'Fhe Establish- 
ment of an International Bank for Reconstruction and Development, (hi) 
Consideration of other economic problems of importance necessary to improve 
the intcrna.tional economic situation. The Conference adopted ngi cements 
on the first two questions, but the third question rvas not decided. 

s/ The International Monetary Fund : The following agreement 
was arrived at Bretton Woods reg.arding the establishment of an International 
Monetary Fund to maintain exchange stability between .diflerent countric.s 
of the world. 

(i) An I.M.F. of 8,800 million dollars to be established. A Fund of 
1,200 million dollars has been reserved for enemy countric.s. 

(ii) The total amount of the Fund is to be divided in foim of quotas 
between diflerent countries participating in the Fund. The following quotas 
have been fixed for the countries mentioned after the respective amounts; 
U.S.A. 2,750 million dollars, U.K. 1,300 million dollars, D.S.S.R. 1,200 
million dollars, China 550 million dollars, France 450 million dollars, India 
400 million dollars, Belgium 225 million dollars, Canada 300 million dollars, 
Australia 200 million dollars, Netherlands 275 million dollars, S. Africa 100 
million dollars, Iraq 8 million dollars, Iceland 1 millicn dollais, lir.n 25 
million dollars, Greece 40 million dollars, Egypt 42 million dollars, Ethiopia 
6 million dollars, Ireland 1 million dollars, Liberia J million dollais. The 
share of the important countries as percentage' of the total 8,800 million 
dollars works out as follows: — U.S.A. 31.25; U.K. 14.8; Russia 13.6; China 
6.25; France 5.1; India 4.5; Canada 3.4; Belgium 2.6; .Australia 2.25 and 
S. Africa 1.1. 

(in) Every country shall be required to make payment towards its 
(luota in Hie following proportions : — (a) in gold as a minimum the smaller 
or(l) 25 per cent, of its quota or (2) 10 per cent, of its net official holdings of 
gold and dollars; and the balance of its quota shall be paid by every country 
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in its own currency. Applying this provision to India ^\e find that, she will 
have to pay to the Fund, in case she decides to join it, either gold ivorth 
100 million dollars or 10 per cent, of the net official holdings of gold and 
dollars \vith the' Government of India, whichever is less. The rest of the 
quota ^vill ha\'e to be paid in the shape of our own currency- i.e. rupees. 

(ic) The gold that would be deposited in the I.M.F. by different countries 
will be kepMn U.S.A., U.K., U.S.S.R., China and France. 

(a) Every country on joining the Fund shall be called upon to express 
the par value of its currency- in terms of gold as the common demoninator 
or in terms of U.S. dollars. In the parity so fixed changes to the extent of 
10% would be permissible to the member countrx' without requiring the 
Fund’s permission. But changes, beyond this limit would require the per- 
, mission of the Fund which in effect would mean the permission of U.S.A., 
U.K., and U.S.S.R. Unauthorised changes in the par value of its airrency 
by any member have been made permissible by either making Fund’s re- 
cources ineligible for the offending countrj' or by its expulsion from mem- 
bership. 

(vi) Provisions have been made to prevent member countries from 
imposing restrictions on current payments or resorting to discriminatory 
currenc)’ practices. 

(rii) Under certain well-defined conditions member countries will 
have the right to borrotv currency of other member countries from the Fund 
to pay off their current trade obligations. First no countrj- can borrow 
more than. 25 pter cent, of its quota in one year and the maximum limit to 
w'hich it can borrow is 200 per cent, of its quota. Secondly, “e.nch borrowing 
' member must pay the Fund at J percent, interest, after 3 months half per cent., 
and after 3 years 2 per cent., and so on at the rate of an additional one-half 
per cent, for each subsequent s-car.” Again “if a nation’s borrerwings reach 
more than 25 per cent, of its original quota the interest rates jump | percent.; 
on borrowings c\-er 50 per cent, another half per cent, etc.’’ (Eastern 
Economist September 29, 1944, page 354). From this income w'hich ss-ould 
go to the Fund, 2 per cent, per annum is pap-ablc to the surplus countries on 
the amounts of their currencies provided to deficit countries. Lastly, "to 
increase the power of the nations whose currency is being borroised from 
the Fund, every borrosrer loses one vole for es'cry -400,000 dollar it borrmvs; 
the nation whose currency is lent gets that vote instead.” 

(viii) Regarding scarce currencies the .-Agreement provides for borrowing 
them from the countries concerned or from other countries having them, or 
buying them' for gold. 

(ix) The Fund has been given the necessary- power to get all essential 
information from the member countries, e.g., holdings of gold and foreign 
exchanges, etc., movements of capital, buying and selling rates for foreign 
exchanges, exhange controls etc. 
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(.v) The management of’lhc Fund will be vested in an Executive Com- 
mittee of 12. The five countries with the largest quotas, U.S.A., U.K., 
U.S.S.R., China, and Russia, will h.avc permanent scats on it. Two scats 
arc reserved for Latin American countries. India, therefore, though oc- 
cupying the sixth place on the list in respect of quotas has to contest for a 
place of the remaining five scats. - 

(xi) The Fund will come into being when the agreement Ls signed on 
behalf of the governments having 65 per cent, of the total quota but in no 
event before May 1, 1945. In other words the Fund would be set up only 
when the U.S., U.K., and Russia ratify it. Members have right to with- 
draw by giving notice at any time. 

(xii) A transitional period of five years has been agreed upon during 
which each country may operate its exchanges according to its discretion. 

Criticism of the I.M.F. from India’s view-point : The I.M.F. as 
discussed above has been subjected to a number of criticisms from India’s 
view-point. They arc : 

(?) The allocation of quotas to difTcrent countries is based on no prin- 
ciple and is purely arbitrary, and is based on the political favour in which a 
country has been held. Otherwise, there is no justification for India’s quota 
to have been fixed at a smaller figure than that of China or France. The 
iinportance of quota lies not only in deciding the share of the Fund’s resources 
giving to a country but also its voting strength. 

(?■?) It is also objectionable from India’s stand-point that her gold de- 
posited with the Fund shall be kept in any. of the five countries— U.S., U.K., 
U.S.S.R., China and France. 

(til) An agreed uni form' change in the gold value of member currencies 
can be made only with the consent of every member country with at least 
10 per cent, of the aggregate quotas. This means U.S., U.K., and U.S.S.R. 
will determine the fate of the Indian currency also in future, though till now 
Britain only had this privilege. Further, an initial freedom to change the 
exchange rate upto 10 per cent, only without the Fund’s consent may prove 
Inadequate in case of India where the economic development of the country 
may necessitate greater changes. 

{i'j) The terms of borrowing agreed to arc also very stringent especially 
for large or prolonged borrowings. The extent to which India can borrorv 
in any given year (100 million dollars) or in all (800 million dollars) may be 
or may not be sufHcient for India’s trade deficits. Similarly the aggregate 
credit facilities of 8,800 million dollars may also prove insufficient to meet 
the current deficit of all if the accumulated sterling debts of Britain are to be 
settled within a reasonable period of time through multilateral channels. 

(a). India has been granted no permanent seat on the Executive Com- 
mittee though she stands only sixth in the list of quotas. 
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(«■) The in spite of the advocacy' of Indian delegates in the matter, 

has not been permitted to cover the sterling balances .of India. The Indian 
demand was that sterling balances blocked in London may secure multila- 
teral convertibility i.e., coijs-ertibility in the curiencies of different countries, 
“so that they might be liquidated over a period of years by India’s trade with 
all countries of tffe Fund .and by drawing Tor payment, on the sterling balances.” 
At present the position Is; India cannot pay her imports from other countries 
than Britain by drawing on her sterling reserves in London. This demand 
of India was opposed by Britain and U.S.A. and therefore svas not accepted. 
Thus as important economic problem arising out of war abnormal balances 
was side-tracked b'v the Fund. 

(n"i) Another Indian demand was that the resources of the Fund should 
be eligible for use not only for increasing the volume of international trade 
but also for a more balanced flow of the increasing volume of trade and that, 
for that purpose, the proposed Fimd should help the industrially backward 
countries like India and China in developing their economic position. Even 
tl^ demand did not prevail as it was opposed by U.S..'^. 

International Bank for Reconstruction and Development: Tire 
establishment of B.R.D. (Bank for Reconstruction and Development) was 
the second iihportant issue upon which agreement was arrived at the Bretton 
IVoods Conference. The Bank would be a non-political institution aiming 
at the reconstruction of the war-ra\’aged countries and planned develop- 
ment of backward nations. For the fulfilment of the above objecti%-e the 
Bank would promote pris-ate foreign investments by guaranteeing loans pri- 
vately floated. In case private capital would not be available for investment 
bn reasonable terms the Bank would grant loans to member countries out of 
its ow'n funds also. Regarding the constitution and functioning of the Bank 
the following points deserve special njention: 

(i) The authorised capital of the Bank shall be 10,000 million dollars, 
divided into 100,000 shares of a par value of 100,000 dollars each. The' 
44 nations participating in the Conference have allotted to them a total shares 
capital of 8,300 million dollars in the same proportion in which quotas in the 
Fund have been granted to them. The rest of the share capital amounting 
to 1,200 million dollars has been'left for subscription by other nations. 

(if) Members of the Fund only will be members of the Bank. 

(iii) 'Every member shall be required to pay 20 per cent, of the value of 
shares allotted to it just at the time of enrolling itself a member. The remain- 
ing 80 per cent, will be called from a member country- only -when it fails to 
pay off its loan by a foreign investor that has been guaranteed by the Bank. 

(iv) The Bank will make loans to the member borrowers under certain 

well-defined conditions : (1) The Bank would make no loans or investments 

that could be secured from prisete investors on reasonable terms. (2) Tlie ^ 
project for which a particular loan is asked' must be approved and recommend- 
ed by an expert and competent committee. (3) Tlie rate of interest and other 
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charges are reasonable and such rate charges and schedule for the rapayment 
of the Principal arCj appropriate to the Project. (4) The Bank ^vould see 
that there arc due prospects for the repayment of the loan. (5) Loans shall 
be made for specific projects only. (6) The Bank shjtll see that the money 
boriosvcd is spent only for the purpose for which it is lent and it will he paid 

' out as the work is completed. In ease of those loans also, which would be 
‘only guaranteed bv the Bank, the Bank would see that all those of the above 

■ conditions which are also applicable in ease of a guarantee are fulfilled. 

'(n) The management of the Bank would vest in a Board of Executive • 
Directors formed on the same lines as of I.M.F. 

(vi) The Bank will come into existence when nations having not less 
than 65 per cent, of the total subscriptions of 44’ nations at the conference 
have agreedtto set up such a Bank. The last date for these countries to notify 
their acceptance has been fixed to be “December 31, 104.5. , 

India and the B.R.D.: We have seen above the important provisions 
regarding the Bank. Can we reasonably hope that India’s participation 
in the Bank would be of real advantage to her in helping her economic deve- 
lopment. Now, we have mentioned the terms on which the Bank would 
grant and guarantee loans. They arc quite stringent and may be justified 
from the viewpoint of the Bank’s safety. But India’s chief handicap lies in^ 
her subordinate political status. We cannot pursuadc ourselves Ip neglect 

■ the all important consideration that the decisions of the Bank would be do- 
minated by the view-points of U.S.A. and U.K. These countries would 
never take a kindlv attitude towards India’s economic progress. Britain would 
like to pay off' India’s claina regarding the war time sterling balances, by 
flooding Indian market with British goods. American businessmen and 
capitalists would not only like American goods to be sold in India but would 
also seek facilities for the investment of American capital in this country. 
U^cr such circumstances, the Bank may not find it easy to decide that private 
loans are not available for investment in ‘India and, therefore, to get direct 
loans from the Bank n^y not be at all easy. Thus we cannot evade the in- 
evitable conclusion that the B.R.D. would not be of much help to India, 

\ 

Should India join I.M.F. and B.'R.D. : The schemes for l.M.P: 
and B.R.D. have been already discussed- and examined from our vievy-point 
and we find them objectionable on a number of important considerations. 
The natural conclusion that flows from this is that India should have nothing 
to do w'ith .these schemes unless the objections we have pointed out are 
remedied. The two minimum conditions "that may he'laid dotvn for this 
purpose are ; (i) India should get permanent seats in the Ftmd’s and Bank’s ' 

executives. (2) India’s question of sterling balances should be satisfactorily 
solved. And underlying these two conditions there is a more basic considera- 
tion that so long as India remains a mere appendage to Britain her represen- 
-tatives in international conferences and committees, if appointed by the 
foreign government of the country, cannot be expected, to strongly fight up ■ 
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to the end for safeguarding the real interests of the people of India. A most 
shameful and disgracing - example of this nature ^\’as the ^^•ay in which the 
Indian delegation withdrew their objections to the I.M.F. on the appeal of 
Lord KciTtes, the Chairman of tlie British Delegation, and signed the agree- 
ment ^vithout reservation. .As against this we have tlie e.xamplc of Russia 
and France wliose delegates definitely moved that their objections be retained 
in tlie Conference; which means that their case.svould be again reconsidered 
at a later date. It is, therefore, significant and distressing to sec this com- 
plete surrender of the Indian Delegation. Slavery exacts its toll ever>- minute, 
is a fact we should not forget. 

In spite of the weighty objections about which there is no disagreement, 
there is a class of opinion which holds that India should join I.M.F. and tlie 
B.R.D. and tiy to get its unfulfilled demands accepted by fighting from within. 
For example Prof. V. K. R. V. Rao favours such a view on the following 
grounds : 

(i) "The obligations of membership of the I.M.F. are not such as to 
deprive India of her autonomy in economic polics’ or to tie her do%\Ti to a 
policy of rigid exchange stability. 

(ii) The I.M.F. will give India an opportunity to play some part in 
the shaping of international decisions on problems of exchange and currency. 

(tii) The Membership of I.M.F. is* a condition for membership of the 
B.R.D. and the latter is in India’s advantage. 

' (fr) Membership of the I.M.F. will enable India , to get accommoda- 
tion for financing a possible adverse balance of trade she may have to face 
in the immediate post-war period.” 

In vie\v of what we have already discussed it is difficult for us to agree 
witli Prof. Rao. It is too optimistic to argue that in the matter of exchange 
policy India will have all the necessaiy freedom her economic development 
requires. The hard fact of the situation is that svhereas so far Indian cur- 
rency has been bound to the chariot wheel of the British', in future, iti case 
India joins the I.M.F. it would be bound to the chariot wheels of the British, 
the U.S. and the U.S.S.R. Because not only chgnges beyond an initial 
10 per cent, in the exchange value of n country’s currency would require 
the Funds’ consent, but in the matter of uniform changes in par value it has 
been made necessary that each such change made by a majority of tlie total 
voting power should' also be approved by e\-hiy member which has a ten per 
cent, or more of the quotas, which means approval by U.S.A., U.K., and 

U.S.S.R. This would mean link to gold more rigid than would othenvise 
• / 

be the case. ^ 

Regarding the hope that by joining I.M.F’. .India would get an oppor- 
tunity to participate, in the shaping of international currency and exchange 
decisions, all that we can say is that it is a hope, witliout any foundation 
and it is going to remain so till India becomes free and she gets permanent 
seat on the executive. 



I 

340 BRETTON WOODS MONETARY CONFERENCE 

Hfciw far the B.R.D. would be of advantage to India is again a matter 
of great doubt. Prof. Rao argues that in case Britain guarantees the repay- 
ment of loans India wants from the Bank and, thus, agrees to pay the amor- 
tisation amounts due on loans, India can get sufficient capital from the 
Bank for her development. But we should not forget that before the Bank 
can grant loans to India there arc other conditions that must be fulfilled and 
due to India’s subordinate political position those conditions may prejudice 
India’s case to a great extent. 

Lastly about the advantage that as the post-war period is most likely 
to result in an adverse balance of trade on current account, India’s member- 
ship of the I.M.F. would enable her to get from the Fund, borro\ved money 
to pay off the adverse balance, it must be pointed out that first it is not un- 
likely for India to continue to have a favourable trade balance, and secondly 
the borrowing from the Fund may prove inadequate for the purpose. 

Thus on a cooler examination of the various advantages claimed for 
India’s joining the I.M.F., we find that they are more illusary than real. 
Hence to hurry India into the Fund’s membership is the least \vise step to take. 
So far it is not certain w'hat attitude Britain and U.S.A. and U.S.S.R. may 
take in the matter. The I.M.F. scheme has met much criticism both in U.K. 
and U.S.S.R. Therefore, the least that India should do in this conAection 
is to wait and see how these important nations react and at the same time 
press her claims for a satisfactory solution of the question of sterling balances 
and her getting a permanent seat on the executive. And unless on these 
two important matters Indian demand is met, we see no point in India’s 
joining the I.M.F. The argument that the freedom to withdraw from the 
Fund and the Bank is always there, is the least satisfactory way of approaching 
the problem. Because there is always the chance to rectify a mistake, there- 
fore, one, should be hustled into committing it is hardly gny sense or logic. 



CHAPTER XXVI. 

BANKING. 

Synopsis. 

Importance of Banking in modern economy; Indi- 
genous Banking in India; Beginniiigs of Modern Banking 
in India; Presidency Banks; Foreign Exchange Banks; 
Indian Joint Stock Banks; The Imperial Bank of India; 
The Reserve Bank of India; Industrial Finance; Post Offidt 
Savings Banks; The Problem of Banking Legislation; 
The Problem of a Bill Market; The Problem of Hoarding; 
The Present War and Indian Banking; The Institute of 
Barikers for India; a note; The Indian Money Markht: 
a criticism. 

1. Importance of Banking in modern economy : 

A well-organised system of banking is an essential condition 
for ■ the successful working of modern economic organisa- 
tion. The reason for this is obvious. It is a matter 
of common knowledge that without the help of credit 
even the simplest form of trade, commerce ‘and industry 
cannot be carried on. This is why we find that in the 
history of economic evolution the system of credit is almost 
as old as trade or industry itself. And if credit ^vas an 
important and inevitable factor even under the old 
economy which was simpler in form and extent, it is 
hundred times more so under the present economy whose 
distinctive and main feature is ^ its growing complexity, 
and wider and wider extent. To-day not to talk of a 
family or a village but even a country is not a self-sufficient 
economic unit. International co-operation in the field 
of production, exchange and distribution has become 
the, order of the day. Raw-material produced in one 
country is turned into finished articles in anotlier country 
and they are marketed and consumed in the third. All 
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this necessitates lai'ge-scale production and large-scale 
exchange which in their turn require large finances. 
Hence the need and importance of a sound and extensive 
credit organisation in the present times. Round about 
production and producing in anticipation of demand are 
other important features of modern economy. This 
means that there exists a long gap of time between the 
production of goods and their sale in the market. Credit 
helps the producer in filling up the gap. And what is 
true of the producer also holds good of a trader or a 
businessman. Thus it is clear that to-day no country can 
achieve economic prosperity unless and until it possesses 
a well-founded and comprehensive credit organisation 
functioning. And as banks are tlic institutions of credit, 
the importance of banking organisation in modern economy 
is self-evident. 'We shall now study the banking system of 
India as it exists to-day and suggest remedies for its future 
development. 

2. (a) Indigenous Banking in Ancient and 

Medieval Iildia : — India is one of those few countries 
that had attained a very high standard of culture and 
civilization in the remote past. The excavations at 
Harrapa and • Mohanjedaro only recently made have 
proved beyond doubt that Indian civilization is as old as 
six to seven thdusancl years. Though our information 
about the life of Harrapa and’ Mohanjedaro age is still 
too much limited to warrant any speculation about the 
type, and existence of banking activities of the time, there 
is enough of evidence to show that since the beginning 
of the Vedic age (2000 B.C.), India has enjoyed an in- 
digenous system , of banking organisation very well- 
suited to her the then requirements and- needs. There 
should be nothing surprising about it. India of the ancient 
past was not only morally and spiritually advanced but 
materially as well. She had developed a well-organised 
and extensive system of internal and external trade, and' 
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the products of her industry had achieved a Avorld-wide 
fame. Such, a well developed system of trade and industry 
would have been impossible obviously without a sound 
system of ‘banking. Hence banking to India is not a gift 
of the modern ’age. She, on the other hand, possessed 
a sound banking system at a time when the modem nations 
of to-day had not yet emerged out of a barbaric existence. 
A brief description of this old and indigenous system of 
banking in the country would, therefore, not be out of place. 

In the Vedic period money-lending was a side 
business of tlie Vaishya class, but we find that by the 
epic age it had come to occupy die position of an inde- 
pendent .profession, the persons following it were knovTi as 
‘Vriddhipajivis.’ The profession enjoyed a continuous 
period of progress and prosperity, until it received a great 
set back in the middle ages due to the Mahommedan 
invasions from the north-west. It was only during die 
reign of Akbar, the Great, diat reconstruction of indigenous 
banking began which restored to it to some extent its old 
prosperity and importance. The business of money- 
lending and banking was carried on not only by indivi- 
. duals, but we find references, as old as the Vedic literature, 
of the. existence and functioning of various kinds of 
guilds ajso in Ancient India, amongst ivhich the bankers’ 
and money-lenders’ guilds occupied quite an important 
place. These guilds also received a rude shock to their 
existence and development by the invasions of the Muslims, 
.and once throim in a state of disintegration and disrup- 
tion, they nei'er recovered from it. Thus “die guilds 
and associations died out, but tlieir remnants remained 
and the rules laid doivn by different guilds of various 
occupations and professions sundved. The mernbers 
of the guilds in time to come were turned into castes de- 
signated by their professions.”* These castes, as we know, 
exist UD to the present times. 

♦Indigenous Banking-^Brij Kishore Bbargas^a, pp. 242. 
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Regarding the functions of these indigenous bankers 
and money-lenders, our information is that though the 
business of lending money to persons of all standing and 
classes, from the king down to the poorest man, was carried 
on right from the Vedic period, deposit banking was a 
later development. This transition from pure money- 
lending to banking, according to Dr. L. C. Jain, may be 
said to have taken place by the second or third century 
A.D. Manu, the great law giver, whose time' is differently 
estimated by different writers some putting it as early as 
8th century B.G. while others believing it to be as late as 
second or third century A.D., was perhaps the first authority 
to write about the existence of Deposits indicating thereby 
that deposit banking, in some form, mhst have existed at 
that period. Later literature and inscriptions about the 
functiorrs of the guilds doing banking clearly show that 
besides granting of loans they also accepted deposits for 
which they paid interest as well. In the Vedic period 
loans were granted on the personal security of the 
borrower only, but later on they were also secured either 
by a mortgage, or pledge or a personal security of a surety. 
These loans were made both for productive as well as un- 
productive purposes and in cash as well as kind. The 
rates of interest charged differed in different cases, and 
though usury ^vas regarded a sin, yet it was not altogether 
absent and even the normal rates of interest charged 
were fairly high according to the modern standard. The 
legal maximum rate of interst fixed and upheld by the well- 
knowi law-givers of the later Vedic period (Vasishtha, 
Manu, Yajnavalkya, Narad, Brihaspati, Kautalya etc.) 
was 15% per annum. But in case oL unsecured debts, 
rates of interest differed from one caste to another ranging 
from 25 p.c. per annum in case of Brahmans, 36 p.c. per 
annum in case of Kshatriyas, 48 p.c. per annum in case 
of Vaishyas to 60 p.c. per annum in case of Shudras. 
Besides lending of money and receiving of deposits, the 
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third important function which the indigenous bankers 
began to perform during the Mohammedan period was 
that of discounting of hun dis for which rates of discount 
were charged. About the use of credit instruments 
also, there appears ample evidence to show that though 
cheques in their present form were unknown, bills of ex- 
change and promissory notes were in use in ancient and 
medieval India. “The great merchants in the few large 
towns gave letters of credit on one another and there is 
constant reference to promissory notes.” According to 
Mr. Brow hundis were in use in the later Vedic period 
also. .The term used by Kautalya for a hundi or a 
modern bill of exchange is ‘adesha’. These bills of ex- 
change were issued on foreign countries as well.* In the 
Mohammedan period the use of bills of exchange had 
undoubtedly become well established. The indigenous 
banker in ancient and medieval India carried on certain 
other activities also such as receiving valuables for safe- 
custody, issue of metallic money of gold, silver and copper, 
and tile function of money-changing. In view of a large 
number of different coins circulating in the Muslim period, 
this last function has assumed great importance in those 
times. The indigenous bankers also made insurances by 
sea and land. 

About the extent of the business of these bankers, 
it may be sufficient to remark that they had a net-work 
of their business spread not only all over India but to 
other countries as well. Their methods of business were 
very simple without the many cumbersome formalitie~s 
of a modern bank. The indigenous banker was approach- 
able by his customers at all odd hours, possessed an 
intimate knowledge about them and their business, made 

*Dr. L. C. Jain, however, ^sTites that modem researches reveal no rnen- 
tion of the use of metal coins or credit instruments in the Vedic period. 
Even as late as between seventh to second centuries B.C. he finds no reference 
to hundis or bills of exchange, though he' admits that big merchants issued 
letters of credit.' 
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loans on the execution of a loan-deed (Rua-patra or Das- 
tawez), and granted receipt of a deposit to the depositor. 
His capital consisted not only of his private money, but 
also of deposits received from his customers and which 
was further augrnented by the manufacture of credit 
through the issue of credit instruments. The system of 
account keeping adopted by the indigenous bankers and 
the establishment maintained by them also well-suited 
their needs and requirements of the time. ' 

The above description of indigenous banking in 
ancient and medieval India would, however, be incom- 
plete without a mention of the great importance and 
influence they commanded in the Indian society. They 
wei’e a great political force in the country and often took 
a prominent part in the making and unmaking of kings 
who always depended upon them for their financial pro- 
jects both in times of war as well as peace. They were 
appointed as Royal treasures and collectors of Royal revenue 
and ration-suppliers of Royal army and '“no r-oyal court 
was complete without a state banker who was often invested 
by the powers of a minister.” If the history of the house 
of Jagat Seth, hereditary bankers of the Nawabs of Bengal, 
sho^vs the important part played by these bankers in the 
17th and 18th centuries, the presentation of an umbrella 
called ‘Shreshthi Chhatra’ by the king to • his ‘Royal 
treasurer as a token of high position, was an indication 
of the great respect which the kings in ancient times showed 
to this great class of indigenous bankers. 

From the above account of indigenous banking 
in India it is more than clear that when the Britishers came 
to our country in the 17th century, this system of our 
banking was well established. But soon there arose a 
number of causes which undermined its position so much 
so that by the . end of the eighteenth century it had 
already lost iriuch of its previous glory. The factors 
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1‘csponsil^le for this, decline of the indigenous banking 
system were botli political as Avell as economic. IVitli 
the ^\•eakenmg of the Mogul Kingdom die country 
experienced a period of internecine disputes and resulting 
chaos all-round. This meant a rude shock to the credit 
organisation and system of banking that prevailed at the 
time. Tile establishment of die Enghsh Agency houses in 
Calcutta and Bombay with their banking establishments 
also affected the business of indigenous bankers adversely. 
These bankers found themselves un suited to die work of 
financing the neiv and developing trade of the countri" 
because neither the foreign traders understood their lan- 
guage nor they in turn ivere conversant ivith the financing 
of the formers trade. Thy also suffered on account of die 
loss of the highly profitable business of money-changing 
after 1835, -when a uniform currency had been established 
in the country. The indigenous bankers during the first 
few years of the Company’s rule were also appointed as 
the collector of I'eveiiue on behalf of the Company, but 
soon they were deprived of diis bushiess as well. They 
not infrequently found their claims evaded by their debtors 
ivhich was a further cause of weakening dieir position. 
This decline of indigenous system of banking in the comitry 
created a gap ivhich soon came to be filled up by the 
establishment of banks on western lines. Since then 
the banking system of India has been composed of 
two distinct and separate elements, one representhig the 
modem section and die other representing die indigenous 
one. And it is still one of the most important problems 
of banking refomis hi our country that how the two sections 
should be integrated into a well-knit and co-ordinated 
ivhole about ■which we shall have an occasion to discuss 
later on. At this juncture it is ■ important to remember 
that even at the present time, this indigenous system of 
our banking organisation occupies a vital and strategic 
position in die country’s economy. \Vc shall, therefore. 
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now proceed to study the present position of indigenous 
banking in India and suggest lines of its future reform 
and development with a view to organise the same as 
a useful constituent of the Indian Money-Market. 

The present position of Indigenous banking:' Before 
launching upon a discussion of the existing state of indi- 
genous banking in the country, it would be useful for us 
to distinguish the term indigenous banker from a money- 
lender. Whereas a money-lender, usually known as 
sowcar, bania, or mahajan, confines himself to the 
business of pure money-lending* without following any of 
the banking functions of either receiving deposits or dealing 
in hundis or both, the indigenous banker as a- class 
combines the business of lending with the above two or 
any one of the banking activities as well. However, it is 
to be remembered that the above distinction is not rigid 
and clear-cut, and in many cases the dividing line would 
be found to be very thin indeed. In the following ^pagcs 
our remarks would apply to indigenous bankers as a 
whole and not to the money-lenders. 

Indigenous banking as a professidn is mostly con- 
fined to certain castes, generally known as the banking 
castes. These castes are named differently in different 
parts of the country. Thus we have the great Marwari 
community of Rajputana many of whom have migrated for 
business purposes to Bombay, Calcutta or other ‘trading 
centres. The Chettis, sometimes called Chettias, are also 
another well-known trading and banking caste of southern 
India and of Burma. Of all the Chettis, the Nattu- 
kottai Chettis are the most important as bankers. Then 
we have the Khatris and Aroras, a sub-caste of the Khatris, 
of the Punjab, the Multanis who flourish in Sind and 
Bombay, and the Bohras who work in Gujarat, the North- . 
western part of the United Provinces and in certain states 
of Rajputana.^ Mahommedans as a class of bankers are 
at the best negligible, though the Bengal and the Punjab 
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Banking Committees have mentioned a change coming 
about in their attitude towards the taking of interest 
which is othenvise forbidden in their religion. These 
indigenous bankers are usually known as kothiwalas, 
or shroffs also. 

The indigenous banking is not organised on joint 
stock basis. It is generally conducted by private indivi- 
duals ivorking on their own account, though in many 
towns the business is carried on by private partnerships 
also. The well-known indigenous banking classes of 
Maiwaris, Jainas, and Nattukottai Chettis have their 
offices and blanches in impoitant centres like Calcutta, 
Bombay, Delhi, Rangoon etc. where they keep their 
‘munims’, and ‘gumashtas’ or agents to look after their 
business. Some of the bankers have also correspondents 
in foreign countries and places such as Africa, London, 
Paris, Ceylon and Japan. Though the indigenous 
bankers act independently of each other, they have a feiv 
associations also, both of ancient as well as modern origin. 
Those of the ancient origin arc usually known as the 
‘Mahajan’ which settle disputes among their' members 
and act as insolvency courts. Shroffs’ Associations in 
Bombay, Ahmedabad and Calcutta, the Marwari Chamber 
of Commerce and the Multani and Shikarpuri Bankers’ 
Association in Bombay are some of the new organisations 
^vhich perform many useful functions by settling disputes 
among tlieir members, discussing matters of common 
interest and regulating their line of business including some- 
times also the fixing of iirterest rates for different places. 

' , Coming to the functions which the indigenous 
bankers perform, our findings arc that in addition to the 
business of lending money either on tire basis of promis- 
sory notes or against tire security of land, house or other 
property tliey also engage in the other important work of 
deposit-banking. It is, however, a fact that the indi- 
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genous bankers depend on deposits for their . capital to a 
much smaller extent than does a modern bank, so ' much - 
so that there are certain • classes of them which are, posi- 
tively averse to the idea of receiving deposits from the 
public. Moreover, the volume of deposits obtained by the 
indigenous bankers has been declining in recent years due 
to a variety of causes, “the principle one being the suc- 
tion, inducing loanable capital to flow from the interior 
into the ports and the money centres of India, which wis 
also due in a very large measure to alternatives offered 
by very high rates which the Joint Stock Banks began to 
offer.” The competition of the co-operative banks as 
well as of the Government has also been an important 
factor. The deposits are usually witlidrawn. in cash and 
not by cheques. The indigenous bankers also draw and 
discount hundis, which are either demand or usance 
bills, which again may be either mere finance bills or 
trade bills or bills drawn as a convenient form of remittance 
of money from one place to another. The rate at which 
the hundis of small traders is discounted by indigenous 
bankers is called the bazaar rate which varies from place 
to place and which as a rule is higher than the bank rate 
by 2 to 3 per cent, in Calcutta and by 1|- per cent, 
in Bombay. They finance agriculture not directly ‘but 
mostly indirectly through the agency of the money- 
lender who comes in direct touch with the agriculturists. 
Besides, they finance the small trader and the petty artisan,, 
assist in the movement of crops to consuming areas or to 
The ports and distributes all kinds goods in the interior 
of the countiy. They perform tlie activities, of commission 
agents. In the course of all this business of financing 
the small industries and the internal trade, “they do a 
considerable amount of banking business, such as buying 
and selling remittance, discounting hundis, receiving de- 
posits and giving loans against stock-in-trade.” In a few 
industrial centres some bankers keep a portion of their 
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funds on deposit for fixed terms is-ith textile mills. This, 
however, is defective finance beeause the long-term needs 
of the mills have to be met to some extent by the.short-teim 
deposits of the bankers. 

The above description of the functions of indigenous 
bankers must have clearly shown the great importance 
they occupy in the financial system of our country. 
Whereas there ai'e about 350 places only where tliere 
are branches of joint stock banks in India, there are no 
less than 2,575 moderate sized townships and 700,000 
villages; and while the indigenous banker is of utmost 
importance to those places where no other financial agency 
exists, his role even in cities like Bombay and in o'her 
towns where there are Irranches of joint stock banks is 
by no means unimportant. His importance lies not so 
much in the volume of the transactions in which he figui'es 
as in the essential service that he renders in a place which 
is devoid of any other banking service whatsoever. There- 
fore it is essential to ser\'e the banking needs of the country, 
that indigenous bankers as a class should be carefully 
preserved and their defects remedied. It is also important 
to remember in this connection that the great hereditary 
skill and knowledge that an indigenous banker possesses, 
his intimate information about tlic business and character 
of his customers, his economic and simple methods of 
Imsiness, and his adaptability to and flexibility in the 
circumstances in ^s'hich he works are some of the points 
that weigh hcavily^ in his favour in comparison to modem 
banks. Hence even on the risk of repetition rve may assert 
that the' preservation of indigenous banking, with 
necessary reforms of course, is most important. 

(c) Lines of future reforms : — It goes ivithout 
saying that tliere exist a number of defects in the working 
of the indigenous system of banking that need to be re- 
medied. One very' common draivback of these bankers 
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is that, barring a few exceptions like that of the 
Nathukottai Clicttis of Madras and the Multanis of Bom- 
bay, all of them generally combine the business of banking 
with trade, industry and even speculation of all conceivable 
kinds. In fact with a decline in their banking business 
in recent times, the tendency to engage in other type of 
work has become more and more pronounced. Though 
this combination of banking with trade, industry and even 
speculation has been depreciated on all hands and has 
been looked upon as a hindcrance and obstruction to the 
development of banking activities, but indigenous bankers 
on the whole have so far never been convinced of the 
w'isdom and practicablcncss of these suggestions and have 
shown no readiness to drop other than the banking business 
at present carried on by them. In fact some of the bank- 
ers regard most of this other than banking business as 
necessary in order to keep up their credit and prestige in 
the market. It is, how'cvcr, important to lemcmbcr in 
this connection that if indigenous bankers arc hcl]5cd to so 
re-organise their banking business as to make it suHicicntly 
]ucrati\'c, most of them would be found prepared to close 
down their other business w'ithout any further hitch. 
To-day their real dilTicultY, that needs realisation by bank- 
ing reformers, is that they are asked to give up the more, 
profitable side of their, w'ork, without any hope and guarantee 
that the remaining banking business w'buld make up the 
loss they w'ould thus suffer both in the volume of business 
they transact and the amount of income they earn. 

' This leads us to the discussion of the most urgent 
and important question concerned with the future . of the 
indigenous banking class in India. Our reference is to 
the problem of linking the indigenous banking with the 
modern banking in the country. The position pre- 
vailing at present in this respect leaves much to be desired. 
The connection between the indigenous bankers and the 
modern banks to-day is very intermittent and irregular. 
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The Babington Smith Committee describes in the follow- ^ 
ing ^TOrds the manner in which the indigenous financial 
agency comes info contact with modem monetary organ- 
isation : “The people ■wuth whom the banks deal directly 
are for the most part large shroffs of good standing in 
the principal cities. These men operate %\ith their o\vn 
capital, and generally speaking, it is only when they have 
laid out all their available capital in purchasing the 
hvmdis of other and usually smaller shroffs that they 
come to the Presidency Banks.” Thus it is only in 
times of dear money and busy season when their funds 
are exhausted that the indigenous bankers approach 
the modern banks for accommodation. The various 
Banking Committees and the Central Banking Com- 
mittee have also to offer no better remarks in this respect. 
Only those indigenous bankers, ^\•hose names are on the 
approved lists of joint-stock banks and the Imperial Bank 
obtain cash credits from them against demand pro- 
missory notes or discount hundis witli them within the 
limits assigned to each of the banker according to his 
financial standing. In the majorit}’’ of cases, however, 
the accommodation which the bankers obtain fi-om the 
banks is neither free 'nor regular, and is sought by them 
occasionally and only dining the busy season, when their 
resources fall short of the accommodation demanded by 
small traders and cannot be replenished from other bankers*. 
Complaints were also made before the Banking Com- 
mittees of several Proiinces that indigenous bankers fail 
to receive from the Joint Stock banks and specially the 
Imperial Bank of India aU the consideration, help and 
sympathy which may be their due in the matter of either 
discounting hundis or granting them financial help in other 
ivays. It is, however, not suggested that all the blame 
for this lies on the shoulders of the other parti', the indi- 
genous bankers haidng none of it. Their share may be 


*See Banking in India by Panandikar, pp. 49. 
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very little and they expect help and guidance from better 
quarters, is of course anotlicr matter. Howsoever we 
view the situation the fact remains that it is an unsatis- 
factory state of affairs that should not be allowed to 
continue not only to mobilize effectively the capital 
resources of the country but also to bring about a unitary 
control over its credit organisation. The Central Banking 
Committee after giving much thought to this urgent but 
difficult problem made certain recommendations and 
specially laid great responsibility on the Reserve Bank 
for India after it was established to move in the matter. 
They favoured tire direct linking of the indigenous bankers 
with the Reserve Bank of India on the fulfilment 
of certain conditions as shedding non-banking part 
of their business, having a certain suitable standard 
of owned capital, and maintaining proper and well 
audited account books by the former. These directly 
linked indigenous bankers were to get some privileges, 
the principle ones being the rediscounting of their com- 
mercial paper by the Reserve Bank, grant of remittance 
facilities on par with Joint Stock Banks, and extension 
of the benefits of the Bankers’ Books Evidence Act, They 
also recommended these directly linked indigenous bankers 
to be appointed as agents lor the collection of bills and 
cheques by the Reserve Bank, the Imperial Bank, and 
other banks. For those bankers who would not shed 
their non-banking business and conform to other condi- 
tions laid down for putting them on the. approved list 
of the Reserve Bank, the Bankirig Coinmittee suggested 
a 'more liberal treatment in regard to financial help by 
other modern banks— -the Imperial, and the Joint Stock 
Banks, ' . 

When the Reserve Bank of India came into being, 
it was put under a statutory, obligation to devise a scheme 
about the linking of indigenous banking with itself and 
present it to the Government. Accordingly on 6th • May, 
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1937 the Reserve Bank through a circular letter .to all. 
scheduled -banks and representative indigenous bankers 
put forth certain proposals on the subject. The proposals 
made contained not only conditions for directly linking 
the indigenous banking to the Bank but also for linking 
it indirectly through the scheduled banks. The conditions 
laid down for direct relationship with the Reserve Bank 
were very stiff and ran counter to the recommendations 
of the Banking Committee. For example they \verc asked 
to mairitain some deposits with the Bank, organised them- 
selves into self-contained legal entities with at least Rs. 5 
lakhs of owned capital in addition to the conditions regard- 
ing maintaining of proper accounts and segregatmg their 
banking from non-banking business. The Bank for itself 
preferred the scheme of establishing indirect link between 
it and tlte indigenous bankers. 

These first proposals of the Bank raised a storm of 
protest for their being very stringent. The Bank, there- 
fore, issued a second draft scheme on 26th August, 1937, 
based on the recommendations of the Central Banking 
Committee for the direct linking of private bankers. 
The conditions stipulated tlierefore and as summarised 
in the Reserve Bank Statutory Report are ; The indi- 
genous bankers seeking to be linked directly to the 
Reserve Bank must confine to banking proper, maintain 
proper accounts audited by registered accountants. and open 
to the Reserve- Banks’ inspection, submit any information 
desired by the Bank to determine the financial status of 
the banker, file with the Reserve Bank periodical statements 
prescribed for scheduled banks and publish returns prescrib- 
ed- for banking companies by the Companies Act, furnish 
compulsory deposits only when their time and demand lia- 
bilities are five times or more in excess of their capital in the 
business otherwise not, and must orvn a minimum capital 
of 2 laklis which may be raised to 5 lakhs, at the end of 
five years. In brief the Statutory Report emphasised the 
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need of formalizing their methods of banking on joint-* 
stock banking lineSj specially the need of developing 
deposit side of their activities. Indigenous bankers satis- 
fying these conditions were to get rediscounting facilities 
with the Reserve Bank against eligible paper, the right 
to advances against Government Paper, and remittance 
facilities similar to those for the scheduled banks. 

The replies that the Reserve Bank received to tliese 
proposals from the shroffs and commercial bodies were 
not satisfactory. They indicate tliat indigenous bankers 
generally are opposed to the idea of giving up non- 
banking business, increasing their dependence oh deposits 
and giving wide publicity to tlieir accounts. As a result 
the scheme of hnking indigenous banking to the Reserve 
Bank at present waits in a state of suspended animation, 
though the offer has been kept open by the Reserve Bank. 
This is unfortunate. Though ultimately it is the indi- 
genous bankers who would have to come in line with the 
modern banks, but to begin with it is for the Reserve 
Bank to realise that modern banking standards cannot 
be overnight applied to tlie shroffs, and a certain tem- 
porary relaxation is necessary to enable them to come within 
the orbit. 

The Reserve Bank also hopes that this problem of 
bringing the indigenous bankers and the modern money 
market together may be solved by the development of 
an open bill market in the country in which the indigenous 
bankers’ bills may also be freely negotiated and discounted, 
the Reserve Bank on its part encouraging such a develop- 
ment by agreeing to accept -paper bearing names of 
approved parties when presented through a scheduled 
bank. But in the way of such a consummation there 
are several difficulties of which even the Reserve Bank 
is not quite oblivious. We shall discuss this question 
separately. Here we may also refer to the new scheme of 
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Remittance facilities introduced byltlie Reserve Bank from 
the 1st October, 1940 under which concession rates of 
remittances have been extended not only to the public 
and the scheduled banks but to those non-scheduled banks 
and indigenous bankers who fulfil certain prescribed con- 
ditions and are included in an approved list of the Bank. 
Upto June, 1941, only three indigenous bankers were 
placed on the approved list. 

In the end in summing up our remarks about the 
future development of indigenous banking in India, ■we 
should repeat the recommendations of the Banking Com- 
mittee tliat besides what the Reserve Bank and other 
modern banks do for them, much \vould depend upon the 
indigenous bankers themselves. They should in their 
own interest as well as the general interests of the 
country’s banking system reform their methods so as to 
make them conform more to those of joint-stock banks in 
respect of accounts and audit, use of bills and cheques, 
prompt leceipt and payment of money and conduct of 
operations strictly according to legal requirements, they 
should also organise their business into joint-stock banks 
or, as the Statutoiy Report of the Reserve Bank suggests, 
form themselves into discount companies with member- 
ship confined to themselves, within a given area on joint- 
stock basis. All this will not only help them to occupy the 
position in the Indian banking system to which they are 
entitled but would also facilitate the task of others ^vho 
want to come to their help. 

2. Beginnings of Modem Banking in India: — 

We have seen the great antiquity of indigenous banking 
in this country. But modem banking is only of recent 
growdii The Agency Houses in Calcutta and Bombay . 
(established in the middle of the 18th century) -were the 
pioneers in this respect. Their principal pre-occupation 
was conducting of general trading, but - they added 
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banking to it ■ as a side development to meet the credit, 
needs of the English traders. The indigenous banking 
system, already in a state of decline, was not in a position^ 
to take up this work of financing the foreign trade in English 
hands on western lines for neither they possessed the 
necessary knowledge nor their language was understood 
by the English traders. 

These Agency Houses were formed by the ex-servants 
of the .Company, who finding themselves better adapted 
to commercial pursuits, had resigned their jobs. “They 
were shop-keepers, ship-owners, proprietors of breweries, 
tanneries, distilleries, cotton, flour and saw-mills and 
became agents for the civil and military services and 
also for the European bankers and merchants who settled 
in the country.” They attracted deposits from the public, 
especially the European community in India and the 
English officers of the Company, and loaned out this 
'money at very high rates of interest for financing the 
movements of crops and the indigo business, silk or opium 
and cotton. Some of them issued paper money also. 
They were also responsible for establishing some of the 
earliest European banks in India e.g. The Bank of 
Hindostan (1770) by Messrs. Alexander & Co., the Cal- 
cutta Bank by Messrs. Palmer & Co., and the Commercial 
Bank of Calcutta by Messrs. Mackintosh & Co. They 
made their profits in the usual course of trade and by 
difference in the borrowing and lending rates of interest as 
well as by commission. Thus the banks managed on Euro- 
pean lines were not at first joint- stock banks, nor are they 
so exclusively at the present-day. European firms like 
Cox or Grindlay, and navigation companies like the Penis- 
sular and Oriental, have a banking side to their business. 
As a result of combining banking with other business 
coupled \vith reckless speculation - and investing freely in 
houses, indigo works, coal mines, ships, coffee and spice 
plantations, clearing desert islands as proprietors of lands, 
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and working silk and cotton and flour-mills, tire position 
of the Agency Houses, however, became very preca- 
rious. Ultimately the inevitable happened and the 
crisis of 1829-32 put an end to them. This failure of the 
Agency Houses, as rvas natural, also involved the collapse 
of their banking departments and of such banking institu- 
tions as then existed. The Calcutta Bank, (1829) the 
Bank of Hindostan, (1832) and the Commercial Bank of 
Calcutta (1833) failed with the failure of the Agency 
Houses with which they were connected. 

3. The Presidency Banks ; — The term ‘Presideney 
Banks’ was applied to the Bank of Bengal started on June, 
1806. under the original name of the Bank of Calcutta, 
to the Bank of Bombay started in 1840, and to the Bank 
of Madras started in 1843. On tire grant of a charter 
of incorporation in 1809 by tire East India Company, 
the Bank of Calcutta came to be known as the Bank of 
Bengal. Till then it worked under the former name as 
a provisional institution established •with the Govern- 
ment of India’s permission. 

These Presidency Banks were brought into existence 
to meet the financial demands of the growing internal trade 
of the country added to which was the interest of the eom- 
pany’s Government in regard to their own banking busi- 
ness. When the oldest Presidency Bank, the Bank of 
Bengal, was established, it was expected to proUde cheap 
specie whenever tliere was a demand foi it from the 
public, and to prevent depreciation of the public securi- 
ties particularly tlie Government Treasury bills. An- 
othei very impoitant advantage claimed for the Bank was 
the introduction of tlic Paper currrency which was so 
necessary to excape from the then chaotic state of Bengal 
currency. It is necessary to remember in this connection 
tliat at the end of the 18di century due to the heavy drain 
of the specie from Bengal required to meet the expenditure 
of the Company’s wars in other parts of the countrv^, Bengal 
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experienced great scarcity of precious metal as well held 
in the' Reserve Treasuries established in the same year at 
the three Presidency towns of Bombay, Madras and Cal- 
cutta. Only small amounts required for day to day 
purposes were kept in the district and taluka treasuries. 
This decision of the Government was the result of the diffi- 
culties it experienced in getting back its funds from the 
Banks of Bengal and Bombay. Under this arrangement 
the Government bound itself to maintain only some 
minimum cash balances with the Presidency Banks failing 
which they agreed to pay interest to the Banks for the 
difference between the minima fixed and the actual deposits. 
Generally the Government held more than the minimum 
cash balances with the Banks. The establishment of the 
Reserve treasury system had an undesirable effect on the 
Indian Money Market. Large amounts of monkey 
flowed to Government Treasuries owing to revenue pay- 
ments and were locked there just at a time when there was 
great demand for money in the market due to busy season. 
Thus by the Presidency Banks Act, these Banks lost their 
official character, though they still continued to act as 
bankers to the Government to a limited extent. They 
enjoyed the privilege of using certain minimum balances 
as noticed already, and also managed the temporary 
public debt of the Government of India. They were 
also subjected to some control by the Government such 
as regarding the audit of their accounts, calling for infor- 
mation, and making it obligatory on them to publish 
weekly statements of their accounts. 

The Act of 1876 also laid down certain restrictions 
on the business of the Banks. They were thus prohibited 
to deal in foreign exchange (except as regards Ceylon in 
the case of the Bank of Madras), to raise deposits outside 
India, and to lend for more than six months and on the 
security of immovable property or, promissory notes 
bearing less than two independent names or upon personal 
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security or security of goods which or titles to %vhich 
■were not deposited as security. The Bank of Bengal 
\vas expected to remedy this state of affairs. Its notes , alone 
ivere recognised by Government and it -was ' easily the 
premier bank in India at the time. It had originally a 
capital of Rs. 50 lakhsj out cf \vhich one-fifth ^vas con- 
tributed by the Government. The subsequent charters 
of the ■ Bank increased the amount of its capital. The 
Bank succfesfully met the crisis of 1829-32 and the distur- 
bances of 1857. 

The Bank of Bomba}’ had a capital of Rs. 52,25,000 
dixdded into 5,225 shares of \\’hich about 3 lakhs were 
contributed by the Government of Bombay. This Bank 
failed in 1868 owing' to its participation in share specula- 
tion caused in Bombay by the Civil ^Var and Cotton 
famine in U.S.A. A second Bank of Bombay was estab- 
lished in the same year with Rupees one crore as its capital. 

The Bank of Madras was established with a capital 
of Rs. 30 lakhs, 3 lakhs being the Government’s, share. 
The Bank was to work on the same lines on which the 
other two Presidency Banks Avere to Avork. 

From the A'erj' start the three Presidency Banks had 
a close connection Avitli the GoA'cnimcnt of the country 
Avhich besides subscribing a part of the capital also had 
a right to nominate sornc of the directors. The BanLs 
had a monopoly of GoA'emment banking. Upto 1862 
they also had the right of note-issue, Avhich right, hoAveA’er, 
they lost in that year to the GoA'crnmcnt. To compensate 
for this loss the GoA’^emment agreed to .place their cash 
balances with the Presidency Banks at the Presidency 
tOAvns. i The note-issue of the Banks had neA’er been im- 
porant because of certain rigid restrictions imposed by 
the GoA'emment in this connection. For example the total 
demand liabilities (Avhich included note circulation also) 
Avere not to exceed tliree times the cash resecA'CS at first 
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and four times .-afterwards. Bctivecn 1839-1062 even 
the total amount of note-issue was fixed. 

The Presidency Banks Act of 1876 marks an im- 
portant event in the history of these Banks. Under this 
Act the Government withdrew tlieir share of capital and 
in return gave up the right of appointing the Directors 
and Secretary and Treasurer. The concession of haying the 
Government balances was also now withdrawn. Regarding 
. the business open to the Banks, they could receive deposits, 
invest in Government and certain other specified securities, 
deal in inland bills of exchange, advance funds against 
accepted bills of exchange and promissory notes, accept 
securities for safe custody - and buy and sell gold and 
silver. - So far as the various restrictions imposed upon 
the Banks were concerned, they were partly the result ■ of 
the Government’s desire to keep tlic Banks to the kraight 
path, and away from business of a risky nature, such as 
borrowing outside India and dealing in foreign exchange 
were then considered to be. But the jealousy of the 
Foreign Exchange Banks which tvere anxious to preserve 
their monopoly regarding foreign exchange and access 
to the London Money Market "was also an important 
factor working behind these restrictions. And there - is 
no doubt that after a time when the exchange value of the 
rupee was relatively stabilised, these restrictions- weighed 
heavily against the progress and usefulness of the Banks. 
For example the inability of the Banks to borrow in the 
London Market even in the busy season when there was 
, shortage of funds accentuated the evil still more and as a 
consequence the money rates in India soared very high 
and the trade and commerce of the country suffered. 

In spite, of all these handicaps, however, the Presi- 
dency Banks made great progress. They opened several 
branches in the country, by providing special facilities for 
encashment made the Government currency notes very 
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popular, atti'acted private deposits and. banking business 
on profitable terms and last but not least their association 
witli tire Government increased their prestige and gave' 
them a position of pre-eminence in tlie banking system of 
India. During the great war tliey greatly helped tire 
Government by floating its war loans and Treasury bills. 
Thus the Presidency Banks continued tlieir successful 
career till the year 1921, when tliey were taken over by 
the newly formed Imperial Bank of India as ‘going con- 
cerns’ and brought to an end. 

Foreign Exchange Banks: — These are the banks 
with tlieir head offices established outside India mostly 
in London, but a few of them have such offices 
■in continental countries, tlie Far East and tlie United 
States of America also. From the idew-point of their 
field of operation, tliey are classified into two . categories. 
There are the banks doing considerable portion of tlieir 
business in India or Burma, and others which are merely 
agencies ' of large banking corporations doing a major 
portion of their business abroad. At the end of 1870 
there were only three such banks in India. Up to 1930 
in every decade their number constafttly increased, tliere 
being- 18 of tliem at the end of diis year. Since tlicn their 
number has been more or less stationary, the highest being 
20 tliat was reached in 1940. On 31st December,' 1941, 
however, dieir number had. come dowm to 17 only, out of 
ivhich 5 belonged to the first category i.e. doing consider- 
able business in India and 15 to tlie second havmg a 
major portion of their business abroad. A revdew of the 
deposits received in India by tliese banks tliroughput tliis 
period also tells tlie same story of tlieir uninterrupted 
growdi up' to tlie year 1920 after ivhich, excepting the 
loVvest pitch ha-ving been reached in tlie depression year of 
1931* and the highest one haidng been reached in 1941 

*In 1938, the year of recession, tlie deposits ivere reduced even below 
the figure of 1931 by about 27 lakhs of rupees. 
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under the inflatory conditions of war-timej their position 
has been more or less unchanged. In altogether, however, 
the tendency regarding deposits in recent years can be 
said to have been one of increase which the present war 
has ..greatly accentuated. 

These banks came into existence with the sole 
purpose of financing the foreign trade of the country which 
has been tlieir monopoly even up to this day. We have 
already noticed how the Presidency Banks were prohi- 
bited under the Act of 1876* from either dealing in foreign 
bills or raising deposits oUtside India. The Imperial Bank 
of India which replaced these Banks also suffered from a 
similar restriction till the e^ablishment of the Reserve 
Bank of India in 1935. So far as the Indian Joint-Stock 
Banks are concerned, though they have never been sub- 
jected to any such legal prohibition, actually they have, 
generally kept themselves aloof from this business for lack 
of the necessary training and experience and the want of 
access to the London Money Market. Only a few of them, 
now defunct, such as the Alliance Bank of Simla and the 
Tata Industrial Bank (both liquidated in 1923) did 
engage in it to any substantial extent. In 1936 the first' 
Indian Exchange Bank, tlie. Central Exchange Bank of 
India, was opened in London under the aegis of the 
Central Bank of India. It was, however, amalgamated 
with Barclay’s Bank, London, on 1938. A few of the exis- 
ting Joint Stock Banks do take some part in this business. 
But this by no means can be regarded as important. Thus 
foreign exchange, to repeat, virtually remains the mono- 
poly of the foreign banks. We shall now discuss a bit in 
detail the way in which the foreign trade of our' country 
is being financed by the exchange banks. 

The financing of India’s foreign trade consists of 
two stages — (1) financing > the movement of goods from 
Indian ports to foreign ports and vice versa and (2) financing 
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It from Indian ports to inland distributing centres or 
from inland collecting centres to exportiiig Indian ports. 
First let us take up tire first of these t\vo ' stages. 

When an Indian exporter ' sells goods to a foreign 
buyer, the following method is adopted by him to get 
the payment of the goods he has sold. Suppose, the 
foreign purchaser is from London. He would tircn 
open credits with a London bank or a finance house and 
send advice to India through an exchange bank. The 
Indian exporter ^\•ould dra^v a bill of e.xchange against 
such credits -which is dra^vn in sterling and is mostly three 
months’ sight D.A. (Documents agamst Acceptance) 
draft, tliough sometimes it is a D.P. (Documents against 
Payment) draft also. This bill would be discounted in 
India, Ayith an exchange bank, tlic Indian exporter thus 
getting tlie price of his goods. The exchange bank would 
tliereafter forward tlie bill that it has discounted in 
India to its head office in London. The London head 
office after getting it accept^ by the bank with ^\'hich 
credits were opened would endorse it and then discount 
it in the open market.* -The London head office of 
the exchange bank.tlius gets back in' sterling what its 
branch paid out in rupees in India. Because the I'ate of 
discount prevailing in London is usually lo^\•er than in 
India, the difference constitutes the exchange banks’ 
profit. -Sometimes the London head office may not re- 
discouirt the bill but hold it till maturity in case trade is 
slack and there is no immediate demands for the employ- 
mcirt of funds in India. Thus the export trade of India 
is largely financed by tire funds of the British banks. 
It is also open to the Indian exporter not to discount the 
- bill -with tire foreign exchange bank in India but to send 
it for collection only through it. This is, ho^vever, 
unusual siiice it means on the part of tire Indian' exporter 

♦These bills are discounted in the U.K. by tlie English and Scotch joint- 
stock banks or by the Bank of England to discount ssuth tvhich i^vo British 
signatures are necessary-. 
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waiting for funds till the bill falls due. Thougl^ our 
export bills drawn oh Europe, the U.S.A. and the colonics 
arc in sterling, those on 'Jdpan arc in yen and on China 
are in rupees. ' ' , : 

The discounting of Indian export bills by the 
exchange banks in India means a transfer of tlieir funds 
to London. To bring their funds back to India, tlic 
foreign exchange banks, therefore, adopt the following 
metliods. They sell sterling against their London 
balances to the Reserve Bank or to private persons who 
want to remit funds from India, cash the import bills when 
they mature, and sell gold and silver bullion as well as 
sovereigns which they import from abroad whenever 
there is a strong favourable balance of trade. Similarly 
when the balance of payment is against India, the foreign 
banks export gold or silver out of India. Formerly 
they also purchased Reverse Councils when the Government 
of India ' sold them but now after the csta.blishment 
of the Reserve Bank of India -they can purchase sterling 
from the Bank for delivery in London.* • 

Coming to the financing of the import trade, we 
find that there arc two methods adopted for the purpose. 
When the importer , in India is only a branch of tlie 
London exporting firm, the method of financing is dif- 
ferent from one which is resorted to when the importer is 
an Indian with no such foreign connections. In the 
(first case the actual procedure followed is this. The 
London exporting firm on account of its possessing the 
requisite standing draws a bill on the London office of an 
exchange bank which accepts the bill and returns it to 
the drawer who discounts it in the London mohey market 
and thus gets payment for the goods he has exported 
to India. The accepting bank sends the relative documents 
(Bill of Lading Insurance Policy) - to its branch in 


*See Jathai and fieri, Vol. II (1941), pp. 427-28. 
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India which collects die proceeds of' the goods from the 
importer (which is' only a branch of the exporting! 
firm in London) and remittances' are sent to London at 
or before die matuiity of the ^ bills. This'' is the method 
known as that of London banks’ acceptances of ‘house’ 
paper. Only a small part of our import trade is financed 
according to this mediodj^ The bulk of the import trade 
is financed by 60 days’ sight bills (D.P.) drawn on 
Indian importers by western exporters ivho discount 
these bills in London with the London head offices of 
exchange banks in case the exporters belong to London. 
The London office then sends the bills to its branch in 
India which collects die proceeds from the Indian impoi- 
ters upon whom the bills are drawm. Though these bills 
are D.P. bills, but importers can obtain the delivery' of die 
goods before pajTiient by executing trust receipts in 
favour of the exchange' banks and holding die goods as 
their trustees until their final payment. The bills under 
both the methods are draivn in sterling. About the defects 
from which the financing of our import trade suffers, we 
shall write later on. ^ , 

So far as financing in the second stage of our foreign 
trade is concerned, only those foreign banks partake in it 
whicli have their up-country branches. In such cases 
bodi the stages are covered in a single transaction. For 
instance, ividi regard to goods imported into Cawnpore, 
where there is a branch of an exchange bank, the import 
bills drawn by foreign exporters are fonvarded to the 
Cawnpore branch of the Exchange Bank and their value 
is collected there from the importers; and with regard to 
exports from Lahore, the Indian exporters can draw bills 
on die foreign purchasers under credits opened by the 
latter and sell diem direct to the Lahore branch of an 
exchange bank.* If the up-country centres have no 
branches of the exchange banks, ' dien financing in the 


♦Bnnking in India by Panandikar, pp, 160, 
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second stage is done by other agencies. The Imperial 
Bank, the ’Indian joint-stock banks - and the indigenous 
bankers finance the movement of produce from the col- 
lecting centres to the ports .by .purchasing demand drafts 
drawn’ by the exporter’s agents on the exporter’s firms 
at the ports; and Indian joint-stock banks, shrolTs and 
commission agents' finance the movement of imported 
goods from the ports to the distributing centres,* 

Besides the important business of financing the 
foreign trade of the country, the foreign banks also per- 
form every other kind of banking business thereby offering 
competition to the Imperial Bank and the Indian joint- 
stock banks. This was mostly a post-war de^^elopment 
when, because of the dislocation of foreign trade and 
foreign exchanges, the exchange banks began to employ 
their funds in new directions. To-day they compete with 
the other constituents of the banking system of India by 
receiving deposits, making advances, negotiating bills, 
and financing the internal tr-nde in several up-country 
centres such as the piece-goods trade in Delhi and Amritsar, 
the leather trade in Cawnpofe and the jute trade in Bengal. 
They have even established connections with the Marwari 
bankers whom they make advances and whose bills they 
discount. Thus the exchange banks arc not performing 
only the exchange business, the name^is rather a mis- 
nomer. 

The working of these banks in India has been sub- 
jected to a good deal of ciiticism on several grounds, the 
more important of which may be grouped under / the 
following few heads. 

(1) They are free from all legal restrictions to which 
other banks registered and' working in India are subject, 
and therefore information regarding their Indian busi- 
ness as separate from non-Indian business as well as much 
other useful information is not made available by them. 

^Banking in India by Panandikar pp. IdO, T ^ 
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(2) They maintain low cash reserves in India -which 
means jeopardising the interests of Indian depositors. 

(3) They monopolise a very profitable part of the 
banking business of the coimtr)% i.c., tlie financing of the 
foreign trade and as a result tlie share of the Indians in 
the foreign trade has also dwindled, their present share 
being estimated at 15 per cent. only. 

(4) They discourage Indian business and enter- 
prise in more than one \vay, c.g., regarding Indian brokers, 
Indian Insurance companies etc. They force Indian mer- 
chants to insure their goods by British Marine Insurance 
Companies. 

(5) They unfairly 'discriminate against Indians in 
several ways such as giving of poor references about tliem 
to foreigners, demanding from them deposits before 
opening credits, not appointing Indians in high posts etc. 

(6) Recently their competition with Indian joint- 
stock banks has increased. 

(7) The financing of our import trade is defective 
and the anti-Indian attitude of tliese banks has been 
a strong factor against any improvement being made in- 
this respect. 

Tire last point needs some clarification. ^Vc have 
seen tliat our import trade is financed by sterling bills. 
This is against tire usual practice that exists in ever)" country 
with a rvell-organised banking system and according to 
rvhich import bills are drawn in the currency of the 
importing cormtr)" and after being accepted by the drawees 
are available for discount in its discount market. In 
case of India, however, these sterling import bills are dis- 
cormted- outside India, say in London by tire head offices 
of tire foreign exchange banks r\4rich then send tlrem to 
their branches in India for collection. They arc D.P. 
drafts and contain .an ‘interest clause' according to which 
the Indian importer, besides the price of goods, is also 

47 



370 


fiANklNlj 


charged interest, usually at 6%, from the date of the 
drawing of the bills to the estimated date of the arrival ; 
of the proceeds of the bills in London, tho'ugh the rate 
prevailing in the Indian market may be lower. The 
Indian importer, thus, remains at a disadvantage in com- 
parison to a European importer in India working only 
as a branch of the foreign exporting firm who gets tlie 
advantage of a low discount rate varying between 2i 
and 3| per cent, because of the use of London banks’ 
‘acceptances of house paper’ for financing his import trans- 
actions. These D.P. sterling bills offer a very sound and 
profitable means of investment to the foreign exchange 
banks because they earn on them a rate of interest higher 
than any money market in the West can offer. But as 
they are drawn in a foreign currency, they are rendered 
useless for the Indian joint-stock banks and are not 
available to them for investment. In India’s interest, 
tlaerefore, it is highly necessary that these import bills 
should be drawn in rupees and the London banks instead 
of purchasing them should only accept tliem as is done 
in the case of ‘house-paper.’ As this change over would 
affect the exchange banks adversely, they have so far been 
successful in preventing it. The Central Banking 
Enquiry Committee had also recommended for • such a 
change in the basis of these import bills from sterling 
to rupee. 

Turning to the various points of criticism levelled 
against the foreign banks, there is a general agreement 
about the view that the present policy of open door 
followed in regard to these foreign institutions is both 
without a precedence in any other country of the world 
as well as against the interests of a sound and well- 
developed system of national banking. Accordingly a- sys- 
tem of licensing the foreign banks was recommended by 
the majority of the Central Banking Committee. The 
Reserve Bank of India was suggested to act as the licensing 
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authority and the terms of license were quite moderate, 
such as furnishing the Reserve Bank wth annual statements 
showing the assets and liabilities about their Indian 
business, submitting at least for a fe^v years, to the Reserve 
Bank periodic reports of Indian and non-Indian business 
done by them, and any other conditions imposed on the 
basis of reciprocity’. It was further suggested that to all 
the existing banks licenses should be freely gianted for a 
fixed period to be renewed if the terms specified in the 
license had been complied with. h'lr. Manu Subedar, 
however, differed from the majority regarding the 
terms of license and suggested the follovdng ones tliat are 
more strict than tliose put forward by the majority. 
He -wanted inler-alia tliat the licensed bank should not 
receiv^e deposits in India from Indian-bom persons or 
companies registered in India, should confine its branches 
to port areas, the existing branches in the interior to be 
tvithdrawn ^vithin five years, should not acquire any. 
controlling interests, directly or indfrectly, in Indian 
institutions and excepting the manager and one more 
official in each branch should appoint the whole staff 
from amongst Indians. These recommendations remain 
unadopted so far. Further under the »Act of 1935 on 
British banks, -which form the majority of the exchange 
banks in India, only such restrictions can be iniposed as 
exist on Indian banks \vorking in Britain of which there 
are hardly any inexistence. 

To improve the share of Indian nationals both 
in the spheres of foreign banking and trade, the Central 
Banking Committee made the following suggestions. 
First, ^vell-organised Indian joint-stock banks should 
open foreign connections for the benefit of their customers 
and thus deal in foreign exchange. This -would avoid 
•hea\ty cost of establishing' branches at foreign centres in 
\vhich respect tliere exist several difficulties such as lack 
of large capital, absence of dependable and ^vell- 
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trained staff, ‘Hostility of foreign banks, and their inability 
to keep themselves in close touch with the international 
monetary conditions, and to secure export and impoit- 
bills. The other recommendation was that on the estab- 
lishment of the Reserve Bank of India, the Imperial 
Bank should be freed fiom the restriction of dealing in 
foreign exchange and be induced to take an active share 
in it. In spite of the Imperial Bank’s being free of 
the above restriction, and its being appointed as the sole 
agent of the Reserve Bank*, no stipulations regarding 
foreign exchange business have, however, been made with 
it. Another recommendatioir of the Committee in this 
matter was that in case the Imperial Bank fails to parti- 
cipate actively in the financing of the foreign trade within 
the stipulated period or no agreement could be arrived 
at with it, an Indian exchange bank should be established 
for the purpose. The capital of tlie bank was proposed 
at Rs. 3 crores to be subscribed in the first instance by 
the Indian joint-stock banks and if not fully taken up by 
them within a prescribed period the balance to be supplied 
by the Government. The Government, however, should 
arrange gradually to dispose of their holdings later to the 
general public. It was also laid down that so long the 
government hold more than 50 per cent, of the capital, 
they should have a dominating voice in the appointment 
of directors!. Six members of the Central Banking 
Committee, however, thought the immediate establishment 
of a State Exchange Bank highly urgent.} No effect has 
so far been given to this recommendation of the Committee 
as well. Lastly the Banking Committee also appreciated 

*Granting of this sole agency to the Imperial Bank was made dependent 
on' appointing majority of the Central Directorate from Indians^ giving them 
three-fourths of the seats on Local Boards and stopping the appointment of 
non-Indians on its staff except in special cases. These conditions remain 
unfulfilled. 

+5cc Jathai and Beri, Vol. II (194-1), pp. 433. 

• +Mr. Mann Subedar was opposed "to the establishment of a State Ex- 
change Bank as he was very doubtful about its success. He favoured a 
separate department of the Reserve -Bank to fake up the business for so long 
as Indian Banks do not come in the field. 




CHAPTER. XXVI 


373 


-the idea of startmg ‘joint banks’ controlled by Indians 
and non-Indians both to finance the foreign trade of the 
country. The idea in itself may appear howsoever attrac- 
tive, but to translate it into practice ^vould be almost an 
impossible task as the foreign banks would find no advant- 
age in such a scheme and Indians would not be 'able to 
provide the large amount of capital that Avould be required, 
A discussion of all these proposals to improve the share, 
of the .Indians in the financing of the country’s foreign 
trade leads us to the only conclusion that the ultimate 
solution of this very important problem would be possible 
by following on the one hand the policy of strengthening 
the position of tlie Indian joint-stock banks and encouraging 
them to take greater and greater share in this part of the 
banking business, and on the other by imposing certain 
lestrictions on the working of the foreign banks in the 
country. All this requires a highly s>Tnpatltetic attitude 
on the part of the government totvards the national interests 
without tvhich no substantial progress can be possible.- 

^ Indian Joint-Stock Banks Under this heading 
are included all those banks, whether managed by Euro- 
peans or Indians, which are registered in India under tlie 
Indian Companies Act. The leading joint-stock banks 
\vorking at present are : The .Bank of India, the Central 
B ank of India, the Punjab National Bank, the Allahabad 
Bank, the Bank of Baroda, the Bank of Mysore, die 
- Indian.jBankj the Union Bank of India and die Bank 
of Behar. Some of diese banks, such as the Allahabad 
Bank (1865), and the Bank of, India (1906), are either 
fully or largely in' non-Indian hands, whereas banks 
like the Punjab National Bank (1895)’ and die Central 
Bank of India (1911) are really -Indian concerns. The 
■ Bank of Baroda (1909) and the Bank of Mysore (1912) 
have been established in the respective states of Baroda 
and Mysore • widi - the active -patronage and support of the 
states to which they belong. The actiUties of the Bank 
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of Mysore ai e mostly confined to state limits, but the Bank 
of Baroda has large activities even in Biitish India. The 
Union Bank of India has been started only in 1919 and is 
still in its initial stages. The Indian Bank was established 
in 1907, and is at present the largest of the south Indian 
banks.' So far as the Bank of Behar is concerned there is 
nothing special to be said about it except that it began its 
work in 1911 in a very modest and obscure way. Of 
the above banks, tlie Bank of India, tlie Central Bank of 
India, the Punjab National Bank, the Allahabad Bank 
and tlie Bank of Baroda are known as the “Big Five”. 

The Indian joint-stock banks came into . existence 
mainly to finance tlie growing internal trade of the country, 
as the three Presidency Banks, being semi-state organisa- 
tions and working under several restrictions, and the 
ForeigTi Exchange Banks, confined to the financing of the 
foreign trade, were unable to meet this demand. The 
history of the development of these banks during the past 
more than hundred and fifty years has been a chequered 
one and is full of many valuable experiences and instruc- 
tive lessons for their future progress and prosperity. 
We shall, therefore, make a brief study of it. 

The first period ofthe growth of joint-stock banking 
in India was the pre-1860 one. As the principle of 
limited liability was not legally recognised in those days, 
all the banks that were started were on the basis of un- 
limited liability. The only exception was of the' General 
Bank of India opened in 1786. The first banking insti- 
tution run on western lines was not the Bank of Hindostan 
started in 1770 by the Agency House of Messrs. Alexander 
and Co., as is generally believed. It was on the other 
hand, a government bank established in the province 
of Madias probably in 1688. The next attempt was made 
at Bombay as a result of which a bank came .into existence 
there in 1724. The Bank of Hindostan, thus, was the 
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third. The Bengal Bank and the General Bank of 
India, both of ivhich closed their business in 1791 and 1793, 
were the other tivo important names of this period. A 
keen rivalry prevailed in these tliree important institutions 
of the IStli century particulaily over die question of 
gaming the patronage of tiie government. It was the 
General Bank of India, however, which secured tiie 
government recognition and priwlege. The crisis of 
1829-32 in which several Agency Houses failed also brought 
an end to tiie banks associated with them. This was the 
first set-back in tiie banking development of India. After 
the crisis till 1860, banking acthdty was slow. During 
tiiese 28 years only 12 banks were started about half of 
ivhich failed as a result of speculation, fraud and imprudent 
investments. Everi'one of them i\as a European enter- 
prise. The most important service which the banks of 
tiiis period rendered was the introduction of note-circula- 
tion in the country. And so far as the institutional gain 
was in question, the emergence of the three Presidency 
Banks ivas the only one made. 

The next period falls between the years i860 — 1900. 
Noiv tile principle of limited liability had -won legal 
recognition. The banking development in these forty 
years was, however, slow. During the speculation 
fever of American cml ivar, of course, many banks were 
floated in the city of Bombay, but almost all of them 
proved as transitory' as the boom itself,- leaving in addi- 
tion a dark shadow in. their train. . In 1870 there were 
only two Indian joint-stock banks i\dth capital and 
reserves of 5 lakhs and more. By 1900 the number 
increased to 9. The most important of tiiem ivere the 
Allahabad Bank of India (1865), the Alliance Bank of 
Simla (1874) which failed in 1923, the Oudh Commercial 
Bank (1881), tire first bank due to Indian enterprise, ■ and 
the Punjab National Bank (1894) established mainly 
through the efforts of Lala Har Kishanlal. In the last 
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two decades of tlic 1 9th century ihc progress of the Indian 
joint-stock banks was, liowevcr, substantial. In the last 
decade svhen they made a gain of 5 crorcs in tlicir deposits, 
the Exchange Banks showed an improvement of 3 crores 
only wliereas die Presidency Banks actually lost ground 
by li ’ ciores.’^ But keeping the whole period in view 
the progress was not satisfactory. Stationaiy economic 
conditions in the country during the later half of the 19lh 
century, and unsteady prices with a falling trend for the 
most of the period were the main causes for this slow bank- 
ing growth of India in this ci'a. 

The diird period begins with the beginning of the 
twentieth ccntui'y and may be said to last upto the year 
1913, just before the commencement of the banking crash 
of the years 1913 — 18. This may be called a period of un- 
interrupted growdi which was more particularly accelerated 
by the Swadeshi luovemcnt of 1905 and after. The People’s 
Bank was founded in 1901 largely through die efforts 
of late Lala Harkishen Lai. The banking floatatioris 
brought about by the advent of Swadeshism were led by 
the Bank of Burma established in 1904 which was followed 
by a number of other banks mostly in the United Pro- 
vinces and in the Punjab. Some of the important banks 
which owed dicir origin to dris period were, besides the 
Bank of Burma, the Bank of India' the Bank of Mysore, 
the Bank of Baroda, the Indian Specie Bank and the 
Central Bank of India. Some of them, as we have seen, 
belong to the list of the ‘Big Five.’ Till 1906 the Indian 
joint-stock banks added to dicir deposits by 11 crorcs 
when the Presidency and Exchange Banks respectively 
claimed 15 and 8 crorcs. Between the years 1906 — 1913 
a further addition of 11 crores -was made as against 9 
crores of the Presidency Banks and 13 crores of the Ex- 
change Banks. .The total number of banks with a capital 
and reserve of 5 lakhs and more increased during die period 

*See 'Modern Banking’ by Muranjan, p. 7. 
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(1900 — 1913) from 9 to 18. The number of the smaller 
banks established was much larger. 

This brings us to the verge of the great banking crisis 
of 1913 to 1918 which surpassed all the pre\dous crisis of 
either 1829 — 32, 1857 (due to Mutiny,) or 1836—66 (due 
to American ci\dl ^var speculation boom coming to a crash.) 
During this period in all as many as 95 banks -with a paid-up 
capital of near about 2 crores failed. The People’s Bank 
of India which closed it& doors on September' 17, 1913 -was 
the first which led tlie way. -Amongst the provinces the 
Punjab, the United Provinces, and Bombay ^vere the worst 
sufferers. According to years, as many as 55 failures ivere 
confined to the year 1913-14 only which in fact was tire 
real period of general banking crisis. Othei^vise bank- 
failures in our countr)-^ not only in the rest of these years but 
in the years thereafter up to the present day have been 
‘ sporadic individual failures due to individual weaknesses 
and defects. Though as a result of the crisis some of tire 
leading joint-stock banks such as the Indian Specie Bank, 
the Bank of Upper India and die People’s Bank of India 
also had to close their doors, but quite a good number of 
' failures related to weak' and small institutions that were 
mostly a mushroom growdi. Another important point 
to be remembered in this connection is that banking crisis 
of the tjqie that occurred at diis time was no speciality 
of India. All countries including the U.S.A. and Britain 
in the course of their banking history have faced such 
critical times now and then. Further the failures that 
took place in India during tiiis period were not limited 
to Indian concerns only but included the European- 
managed ones also. Therefore the criticism that has been 
.made about die inherent incapacity of Indians to organise 
banking firms of the modem tvqie is highly unwarranted 
by facts and can be said to be inspired by a most unfair 
foolish, and anti-Indian outlook. Coming to the causes 
of these bank failures, several of them were there. Low 
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cash reserves being 10 to 11 per cent., fraudulent mis- 
management, apathy of shareholders who did not take 
any interest in controlling the affairs of their banks, 
neglect of sound banking theory and practice about invest- 
ment policy and maintaining sufficient quick liquidity, the 
gullibility of the depositors easily misled by window-dressing 
of balance-sheets and the payment of high dividends even 
from capital, lack of palliative or remedial action by 
the government or quasi-government agencies and last 
but not least the absence .of co-operation and at times 
even hostility between the banks themselves — these were 
some of the factors that brought about the above banking 
crisis. Just as every evil has a good coming out of it, the 
bank failures of these ^years also 'had seme wholesome 
lessons to teach for the banking progress of our country. 
They demonstrated the urgent need of having a central 
banking institution to guide and control the country’s 
credit machinery as well as the need for more stringent 
banking regulation and legislation in India, whereas the 
starting of the Reserve Bank of India in 1935 has fulfilled 
the first need, the second one still awaits its realization, 
The importance of adequate cash reserves especmlly 
in the early years of banking development in a country 
was also made sufficiently clear.. It seems .that the 
Indian joint-stock banks have after all learnt the lesson and 
latterly the position has improved in this connection. 
Still the tendency needs a cautious watch specially in the 
case of smaller banks. 

Though the set-back of 1913 and after affected 
Indian joint-stock banks appieciably, but the advent 
of war conditions checked any tendency to prolonged 
decline. In the war years of 1914 — 1920 and the post- 
war boom of, 1921 these banks gained both in number as 
well, as deposits. Then followed the crisis and deflation 
of 1922 which, lasted upto say 1923 or 1924. The total 
deposits of the Banks that had reached the high figure 
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cf 80 crores in 1921 registered a decline in 1923 and 1924, 
in tlie latter year the lowest figure of 55 crores having 
been reached. Our study of the banks’ total resources 
(capital, reserves and deposits) also takes us to the same 
conclusion, with the difference that tlie lowest point was 
reached in 1923 after which a rise begins. It was also 
in tlie year 1923 tliat tlie two important banks, tlie Tata 
Industrial Bank and the Alliance Bank of Simla, failed. 

After die depression years of 1923 or 1924, the 
history of the growth of joint-stock banking in India falls 
into three distinct periods, if we take as our guidance the 
total deposits of the banks. First we have the period 
lying between 1924-1925 to 1930. Though the position 
improves during these years but the improvement is small 
and die total deposits still lemain much below the 1921 
figure of 80 CTores, diey being about 68 crores only in 1930. 
This small improvement is followed by die depression 
year of 1931 when diere occurs a fall of about 2 crores. 
This ivas-die year in which die effects of ivorld-wdde trade 
depression were concentrated so far as India ivas con- 
cerned. Then ive have the second period of progress lying 
between 1932 to 1937 in which the improvement is 
more marked dian in die first period, the total deposits 
crossing die record figure of 1921 in 1934. In 1937 the 
deposits reach another record figure of more than 108 
crores. This period is again followed by a depression 
year in 1938 when, though the* small banks continue 
registering a rise in dieir deposits though at a much slackened 
pace, die total deposits decline by about 2 crores. It 
was in the same year diat an important case of bank failure 
occurred, when the Travancore National and Quilon Bank 
closed its doors. Then diere is die present period of great 
progress that has begun since the year 1939 and has con- 
tinued up to the present. By die end of'Jan. 1945 die total 
deposits had reached a figure of about 875 crores and there 
is no doubt diat the tendency is on the increase. One 
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important cause of this almost phenomenal growth of 
deposits is the great war-time inflation. An important 
feature of joint-stock banking development in recent 
years has been a very large increase in the number of 
small banks. Our study of bank-failures in tlic post-war 
years after the banking crisis of 1913-18 also reiterates 
our conclusion of banking progress in these years. The 
first remarkable fact in this connection is that all the failures 
have been individual failures illustrating certain, weak: 
nesses and deficiences in tlic concerns that failed. .Simi- 
larly the rate of annual suspensions of banks indicates 
that failures among the bigger banks arc gradually de- 
clining with the progress of years. This sho\vs the growing 
stability of tlic bigger banks and to this extent is a proof 
of sound banking. 

Now we shall discuss flie functions of joint-stock 
banks in India. Here it should be noted tliat they arc 
tbe ordinary commercial banks run on modern lines and 
therefore perform all the functions of a modern com- 
mercial bank. Thus they receive deposits on Fixed, 
Current and Savings Bank account, grant loans, both 
secured and unsecured, discount and purchase bills of 
ex^change though this function is still in an undeveloped 
stage, invest their - resources in government and other 
securities, and lastly render many other subsidiary ser- 
vices for the convenience and guidance of their customers 
and the general public.' A detailed knowledge, however, 
of some of the above functions would be necessary, in order 
to fully appreciate the services that joint-stock banks in 
India render to the economic life of the countiy. 

In the working of a modern commercial bank, the 
distribution of commercial, credit, i.e.,, giving of. loans, is 
of primary importance. .It is ’ the one function for the- 
fulfilment of which the various activities of a modern 
banking institution, including the important activity of 
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even deposit banking, are mere adjuncts. "We -will study 
in the following lines how joint-stock banks in India 
fair in tliis respect. There are tliree kin.ds of loans granted 
by commercial banks (1) loans against marketable 
security pledged with the bank, (2) clean advances against 
personal credit with a second signature to the promissory 
note, i.e., against a two name paper, and (3) clean advances 
against the personal credit of the borrower only, \Vhereas 
in western countries the third t> 7 )e of loans are most com- 
mon, in India it is the first two types, and between tliem the 
first tj'pe, that predominate. This position needs improve- 
ment, because short-teim credit to trade and industry 
should not call for tire pledging of the marketable 
security of tlie borro^ver ^vhich should be left free for obtain- 
ing long-term advances. As the quantity of two-name 
paper of the t\q>e acceptable to banks is not sufficiently 
available, for reasons tliat-we shall have an occasion to 
deal with later on, the bulk of credit in India is granted 
against tangible assets as stock e.vchange securities, agri- 
cultural products like grain and cotton or their 11)^)0^603- 
tion, piecegoods or other goods, stock-in-trade of mills 
and factories and also immovable property. Regarding 
two-name paper promissory notes endorsed by shroffs 
or managing agents are quite acceptable to joint-stock 
banks. This type of paper, however, as already remarked 
is not found in sufficient quantity and advances given 
against such security are small. 

The most popular metlrod of lending adopted by 
joint-stock banks in India is the cash, rredit system.’ Under 
this system an advance is made against a promissor)'- 
notc signed by the borrower and secured by the hypotlie- 
cation of bonds, shares or commodities. The borrower 
pays interest only to tire extent he uses tire credit from day 
to day and can pay back at any time any portion of the 
credit actually used. But a minimum amount, usually 
one-half of the maximum credit allowed to the borrower, 
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is,. however, fixed on which the borrower would have to pay 
interest for all time. This system of granting credit is a 
hinderahee in the development of a bill market but it' 
prevails because the bank and the borro'wer both like it. 
The bank has the facility of withdrawing credit at any 
time if necessary, and the borrower can also similarly 
reduce the obligation, though he would have to pay interest 
on the minimum amount fixed*. 

Regarding the class of operations these banks 
finance, we find that they provide short-term loan mostly 
to internal trade, their share in the financing of the foreign 
trade of the country, its agriculture and industry being 
almost insignificant. They finance the movement of 
produce from the villages to the exporting ports or from 
‘mandis’ to consuming centres and of imports from the 
ports of entry to the distributing CQrrtres. Their business 
so far as agriculturists are concerned is usually confined 
to the larger land-holders, the planters and others who 
can offer tangible and marketable security.! So far as the 
financing of industries is concerned, joint-stock banks in 
India grant advances for working capital for short periods 
only either in the form of cash credit or an ordinary 
loan. They do not as a rule provide funds for block 
capital for industries. 

Another important featirre of the functioning of 
joint-stock banks in India is that, for a number of reasons 
the most important being the scarcity of trade bills and 
the absence of bank acceptances, they invest a relatively 
greater proportion of their resources in gilt-edged secu-, 
rities (governrrrent securities) as compared with bills. 

About the various subsidiary services which the 
joint-stock banks in India perform, it is encouraging to 
find that they have made substantial progress in this 

♦Banking in India by Panandikar, pp. 140; 

• ^Jbxd, pp.139. 
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respect. Some of the important subsidiary services ren- 
dered by these banks are : giving of financial advice and 
commercial information to their customers, advising 
them about inv'estments and purchase and sale of securi- 
ties in their behalf, making and. receiving payments on 
behalf of tlieir clients, serving as correspondents or re- 
presentativ-es of their customers, other banks or financial 
corporations, and lastly performing certain miscellaneous 
functions such as issuing of letters of credit, circular notes, 
and bank-drafts especially for the benefit of tire travellers, 
and imderwriting loans raised by Government, public 
• bodies and corporations. They also serve as referee to the 
financial standing, business reputation and respectability 
of their customers. 

The working of joint-stock banks in India has also 
rev'ealed a number of difficulties yvhich have come in their 
way of a more rapid development. The more important 

of them may be summarised as under: 

« 

(1) Lack of encouragement and suppoit from the 
Gkjvemment and, before the establishment of the Reserv’e 
Bank of India in 1935, the absence of a cential banking 
institution to help and guide them particularly in times 
of difficulty as well as to co-ordinate their activities. 
The starting of the Reserv^e Bank of India with its control 
over the scheduled banks and its readiness to help and 
guide even the non-scheduled banks has remedied the latter 
difficulty to a certain extent. 

(2) The existence of competition from the foreign 
exchange banks, and the -Imperial Bank of India while a 
lack of esprit de corps amongst themselves have also 
hindered their progress. It is also feared that the 
growth of co-opera tiv-e urban banks in future would mean 
a further source of competition to them. About their 
competition vvdth tlie exchange banks we hav'e already 
dealt within the last chapter and with 'the Imperial Bank 
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■of India we shall deal in the next. So far as the question 
of promoting a spirit of co-operation amongst themselves 
as well as amongst them and other constituents of the 
Indian Money Market is concerned, the establishment of 
an All-India Bankers’ Association, as recommended by 
the Central Banking Committee, would prove of great 
Benefit, 

(3) The existence of a large non-Indian element 
in the spheres of trade and industry in tlie country , has 
been a fuither drag on the development of these banks. 
The non-Indians have always encouraged banks of theii 
own nationals. An improvement in this direction calls 
for a revolutionary change in the. structure of Indian 
government and its policy towards Indian enterprise. 
The ultimate solution naturally lies. in the political emanci- 
pation of the country from the foreign yoke'. 

(4) The economic Backwardness, of the country and 
the want of a well-developed Banking habit in tire people 
are both a cause and an effect of banking backwardness. 
Any real improvemet in this direction also depends upon 
a ■ well-planned economic development of the country 
which should Ire both comprehensive and complete. This 
presupposes real political power in Indian hands, 

(5) Then there are certain other difficulties which 
the banks have faced such as Hindu and Mohammedan 
Inheritance laws about inmmovable property, limitation 
of equitable mortgages* to some ports only (Karachi, 
Bombay, Madras and Calcutta), difficulty in converting 
Government securities into cash in times of need, lack of 
sufficient ■ ability and experience of bank-directorate and 
the difficulty, experienced by new banks in getting entry 
to the ■ clearing housb under the influence of exchange 

’"Under tlie transfer of Property Act niortgages may be eflfecled by 
mere deposit of documents without mortgage deeds or' registration. ,, Such ' 
mortgages are convenient to. business men and banks and are . known as 
equitable, mortgages. ... ■ 
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banks. The necessary modifications in the above laws, 
mutual help and co-operation between the banks tliem- 
selves, and a wise choice of directorate would remove the 
abov^e difficulties. 

So' far ^ve have discussed tlie past and tlie present 
of joint-stock banking in India. To complete the picture 
it is necessary, now, to say something about its future also. 

The outstanding fact in tliis connection is the vast 
scope that still exists for the future development of joint- 
stock banks in India. For example out of 2,300 towns with 
a population of five thousand and over, only 514 had any 
banking facilities in 1936. To help and accelerate this 
development of joint-stock banks in the country two things 
are necessary. First, there should, take place a welcome 
change in the policy of the Government towards these 
banks. In place of the present policy of more or less 
laissez foire, the Government should adopt the policy 
of a tvell-regulated encouragement and protection from 
unfair foreign or Indian competition. This would specially 
require on tlie one hand the passing of a special Bank Act 
so that in tire sphere of joint-stock banking in India weak- 
lings, and ill-managed concerns with insufficient resources 
and with little chances of success may be avoided.* It is 
unfortunate that tire question of such a Bank Act has been 
held over for the time being by the Government in the 
good name of present abnormal conditions.! On the 
other hand the Government should also grant certain con- 
cessions to these banks just as it has done in case of co- 
operative banks and societies in the matter of remittance 
facilities, stamp duties, registration fees, and super-tax. J 
Further the Government should so conduct its credit 

I 

*A Bank Act is in the process of being enacted. 

fReserve Bank of India Report 1941 . 

JUnder the new remittance scheme of the Reserve Bank of India 
differential treatment to co-operative banks and association.' in certain 
respects is maintained. But the scheme gives greater facilities than before 
to all, including the scheduled and non-scheduled banks. 
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operations tliat the difficulties of the banks in respect 6f a 
rise in the price of credit, or a depreciation in . the value 
of their leserves may be minimised. It must/ be em- 
phasised, however, that a forward policy of the'Government 
limited only to the field of banking would neither be prac- 
ticable nor adequate. The question of impro^dng the 
economic life of the nation is an indivisible whole that must, 
be solved in all its aspects, and no price-meal improvement 
would serve the need. 

# 

Secondly, there are a number of matters in which 
joint-stock banks themselves, if necessary helped by others, 
need do much. The following are some of the improve- 
ments suggested. 

(1) The absence pf a well-developed bill market in 
the country is a great hinderance in the way of improved 
banking. Joint-stock banks helped by the Reserve Bank, 
other constituents of the Money Market and the Govern- 
ment can improve 'the situation in this respect. We shall 
examine this question separately elsewhere. 

(2) As noticed earlier in the chapter, reforms in 
the method of giving loans by joint-stock banks are also 
urgent. The system of granting clean advances against 
the personal credit of the borrowers only should be made 
more and more popular as is the case in western countries. 
The banks, for this purpose, should try to develop the 
practice of ‘one man one bank’ and special organisations 
like ‘Seyd’s’ in England, and Dun’s and Bradstreet’s in 
the U.S.A. for supplying the banks wiffi information 
regarding the financial status of the borrowers should be 
established. A more liberal policy in this connection is 
highly desirable. 

(3) A policy on the part of joint-stock banks to 
increase the number of branches, and where branches do 
not pay to open in the beginning sub-branches or part- 
time branches, would also prove of great benefit. The 
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Indian Banking Committee have recommended tliat, as 
die opening of a branch-bank may not always be paying 
at the start, ijlie Reserve Bank should place at die disposal 
of die new branch, at a centre where diere is already no. 
joint-stock bank, for die first five years, a deposit of such 
sums on such conditions as it may deem necessary. The 
committee have also suggested diat any bank before 
opening a new branch should be made to take a license 
from the Reserve Bank so that a well-ordered develop- 
ment may be ensured. It should also be pointed out here 
diat encouragement of branch-banking does not and 
should not mean any discouragement eidiei to the 
establishment of small independent local banks, which 
also have their advantages, or to the amalgamadon 
of -smaller banks into bigger ones or taking over of the 
former by the latter. In fact diey also need encourage- 
ment. In case of amalgamations the only point to be 
taken care of is diat monopolistic tendencies should be 
checked and healdiy competition maintained. 

(4) . The Indian Joint-stock banks should also aim 
at combining die efficiency of die ^Vest ividi the economy 
of the E5st. Tlie present tendency of maintaining a 
costly and extravagant standard inspired by false vanity 
should be definitely given up. 

(5) To make dieir services more useful to die nation, 
these banks, in keeping of course ititli dieir resources and 
safety, should adopt a more forward 'and bold policy in 
die matter of financing coimtry’s foreign trade, agriculture 
and industry. Regarding industrial finance, tire German 
system of providing in the begiiming tire greater part of 
the initial cL'.pital to found new industries and subsequendy 

•passing it on Jo die investing public should be 'adopted by 
such joint-stock banks in India as are fit and strong enough 
for die job. For this purpose the banlrs in order to dis- 
tribute the risk may form themselves into s\aidicatcs on the 
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lines of German ‘knosortium’. A close touch between the 
banks and the industries they help would also be helpful. 
Appointing Bank’s Managing Director or Manager as one , 
of the director’s of the industrial company financed by it 
is one way of promoting such a close contact. A more 
liberal attitude on the part of the banks in matter of secu- 
rity and loans against the personal credit of the borrower 
only is also suggested. 

(6) Lastly there are several other matters though 
small but an improvement in which would make the 
services of joint-stock banks to the country more useful 
than at present. A free use of Indian languages for cheques 
etc., recruitment of well-trained staff with a knowledge 
of local conditions and use of indigenous bankers on a wider 
scale as agents — these are some of the directions in which 
substantial progress is necessary. 

In the end we have only to say that though the 
development of joint-stock banking in India during all 
these years has been marred with several difficulties in 
their way and, deficiencies in tlieir working, yet, in view 
of the great scope that lies ahead, we can confidently hope 
for a much brighter future if the Government of the country 
the Reserve Bank of India as well as the general public, 
and last but not least the banks themselves fully realise 
the great responsibility that lies on their shoulders and 
reform their ways and policies on the lines suggested above. 

4 The Imperial Bank of India :~It was by an Act 

of the Indian Legislature passed in September, 1920, 
that the Imperial Bank of India was brought into exis- 
tence by amalgamating the three Presidency Banks. The 
Bank has an authorised capital of Rs. 11.25 crores of 
which Rs. 5.62 croies was paid up in 192 Iv The latter 
amoimt was increased to Rs. 5.63 crores iri 1922, and 
continues at the same figure up to the presdnt. On 31st 
January, 194-5 the Bank had also a reserve of Rs. 6.0 


CHAPTER XXVI 


389 


crores, thus making a total of Rs. 1 1 .63 crores in form of 
capital and reserve both. The sti'ong position that the 
Bank has always occupied and still continues to occupy in 
the banking system of our country is easily revealed by the 
fact that at tlie end of Jan. 1945 the deposits of tlie Bank 
were about 232 crores, when the total deposits of all the 
Indian joint-stock banLs_ amounted to about Rs. 875 
ci'ores and of the foreign exchange banks, to 60 
crores only. 

The control of the Bank, by tlie Act of 1920, was 
placed in the hands of a Central Board, which was res- 
ponsible for the Bank’s policy, for fixing the Bank Rate, 
for the weekly publication of accounts and for control 
over Local Boards, and the Local Boards at Calcutta, 
Bombay and Madras which mainly dealt with the routine 
work. In the composition of the Cential Board, the 
Government of India had a very great hand. Out of a 
total of 16 members of the Board, as many as 10 were to 
be nominated by the Govemor-General-in-Council, and 
only 6 (tlie Presidents and the Vice-Presidents of the three 
Local Boards) were elected by the shareholders. Of 
tlie 10 Government nominated members, 4 (the controller 
of currency who was an ex-officio member, and the three 
secretaries of the three Local Boards) had no voting power. 
Of the remaining 6 nominated members, 2 were Managing 
Governors and 4 . non-officials representing tlie Indian 
community. The Government exercised control over 
tlie Bank in otlier ways also. It could issue instructions 
to tlie Bank in regard to any matter ivhich in the opinion 
of tile Government vitally concerned tlie financial policy 
or safety of tlie cash balances of the Government. The 
controller of currency also, in the aforesaid matters, could 
hold up any action of the Board and refer it to Govern- 
ment for decision. Thus he acted as a watch-dog of 
Government’s interests. The Government was also 
emjxiwered to call for any information from the Bank as 
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well as to appoint auditiors to examine and report on the 
accounts. . 

This close control of tlic Government over the work- 
ing of the Bank was on llic ground of its being, to some 
extent, a Central Bank for the country also. Thus the 
Imperial Bank of India, under the 1920 Act, possessed 
a hybrid character as on the oiic hand it functioned as a 
profit making commercial bank and on the other, tliough 
not to tire full extent, as a Central Bank expected to act 
as the guardian and trustee of country’s cicdit organisa- 
tion. This hybrid nature of the Bank was a source 
of its strength and weakness botli, and was \vcll rcfiectcd 
in the functions that it was permitted as well as not per- 
mitted to perform. 

The functions of the Bank were performed in tlircc 
distinct capacities of a Government Bank, a Banker’s 
Bank and an ordinaiy commercial bank. 

As a Government Bank, it was the sole custodian of 
' all Government funds, received and' made payments in 
behalf of the Government free of charge, and managed 
tlie public debt of the Government of India for a fixed 
■ payment* as well as provided machinery for the issue of 
Government loans. This naturally put an end to the 
Government Reserve Treasury system which Avas estab- 
lished in 1876. 

As a Banker’s Bank it was entrusted with the cash 
balances of most of the leading banks in the country it fixed 
the Bank Rate (the rate at which the Bank lent money on 
Government securities), managed the clearinghouse busi- 
ness, the supervising staff being supplied by the Bank, and 
also offered rediscounting facihties to a more or less extent 
to other banks and bankers in the country. It was also 
expected to control, guide and help tire whole banking sys- 

*Its London office managed the rupee debt in London for a fixed nav- 
ment. ^ ^ 
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tern of tlie country, specially in times of distress and diffi- 
culty, though tlie expectation was never fully realised. 
To help the credit organisation of the' coimtry, to meet 
tlie seasonal stringency of the currency in tire busy season, 
tlie bank rvas given the facility of getting loans from the 
Paper Currency Department to the extent of Rs. 12 craves 
on the security of hundis or inland bills of exchange 
prordded tire minimum Bank rate was at least six per cent. 

Because of its being a public institution (a Govern- 
ment Bank and a Bankers’ Bank), the Bank was required 
to open 100 new branches within five years, the Govern- 
ment deciding the location of one out of ever)" four, and 
to provide adequate remittance facilities to the- banks 
and the public between its branches at rates approved 
by the controller of currency. By 31st March, 1926, tire 
Bank opened 102 nerv branches, 36 only being in those 
places where there was pre\dously no bank of any kind. 
On 31st January, 1945 there were in all 419 offices of 
the Bank in India. ' 

As a commercial bank, the Imperial Bank performed 
all ordinary" banking business though under certain 
restrictions. Thus it could receive deposits and borrow 
funds in India tlrough not outside it, except drat die 
London branch could' receive deposits or keep accounts, 
from die former customers of the Presidenc)" Banks and 
borroiv money in England for its own business upon the 
security of Bank’s assets. It could invest its funds in 
certain specified securities only such as trustee securities 
of both the Government of India and England, certain 
notified state-aided railway securities, or certain authorised 
District Board securities and debentures. It could giant 
loans against die above securities, accepted bills of exchange 
and promissory notes, and goods or documents of title 
tiiereto deposited with or assigned to the Bank. But loans 
for more than six months, against the security of its mvn 
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Slock or shares, of immovable property ns the original 
sccuiity, or of :my negotiable inslriimcnt not carrying 
llic several responsibilities of at least two persons or firms 
unconnected with each otiicr in general ])arlncrship or 
having a date of maturity on the dale of the transaction 
for a longer period than six months, and unsecured over- 
drafts for more than one lakh of rujices were prohiiiitcd. 
Similarly the amount that could be advanced to any 
individual or fnm by way of discount or on personal 
security ivas also limited. The Bank could also draw, 
accept, discount, and sell Bills of Exchange, and other 
negotiable securities payable in India or Ceylon. Dealing 
in foreign exchange was, however, prohibited excejit in 
certain cases with the directions of the Government. 
The limitation of six months was to apply in case of 
Bank’s discounts or purchases of negotiable security also. 
Lastly the Bank could receive securities, jewels etc. for 
safe custody, buy and sell gold and also act as agent on 
commission for such business as sale and purchase of securi- 
ties and collecting interest and dividends on them. Most 
of the Bank’s financing is limited to the provision of credit 
for internal trade, though shoit term finance to industries 
is also provided to some extent. 

With the establishment of the Reserve Bank of India, 
the Imperial Bank of India has lost its character of a 
Bankers’ or Government Bank and under the Amendment 
Act of 1934, Government and other control ovcj the 
Bank and its business has largely been relaxed. 

Out of a total of 16* members of the Central Board, 
the Government can now nominate only 2 non -officials, 
and can fuithcr appoint an officer to attend the meetings 
of the Board without a right to vote. The only other 
power retained by the Govenor-Gcncral-in-Council is of 

*16 Members arc : 1 Managing Director. 1 Deputy Manging Director f 
Government Nominees, 9 Presidents and Vice-Presidents of Loc.al Boarbs and 
3 secretaries of the three boards. ’ 
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appointing auditors to examine and report on the accounts 
of the Bank. 

Similarly old restrictions regarding receiving deposits 
or borrowing fimds outside India, or dealing in foreign 
exchange and foreign bills have been removed. In certain 
matters there have been relaxations. Thus the period 
for loans and regarding discounting of bills of exchange 
has been extended from six montlis to nine months but 
only for purposes of financing seasonal agricultural opera- 
tions. The number of the type of securities against ^vhich 
tlie Bank can noiv lend has also been increased, some of 
the additions being debentures of limited liability com- 
panies subject to the direction of tlie Central Board, goods 
hypotliecated to it (Bank) and not only goods or documents 
of titl^ thereto deposited witli it, certain authorised 
debentures or other securities issued by or on behalf of a 
Municipal Committee, and shares of the Reserve Bank. 
There are, however, a few cases of old restrictions still con- 
tinuing. Thus the Bank cannot give loan upon the 
security of its own stock or shares, upon the mortgage or 
security of immovable property, or upon the security of a 
negotiable instrument not carr)'ing the several responsi- 
bilities of at least two persons or firms unconnected with 
each other in general partnership. The amount of loan 
by way of discount or on personal security to an individual 
or firm also remains limited. 

The above restrictions are justified on the ground 
that the Imperial Bank has been given the privilege of 
being die sole agent of the Reserve Bank in places where 
the Reserve Bank has no branches of its ovm and will in 
diat capacity conduct .die Government’s treasury business 
and hold government balances. Further, diere is die 
obligation on the Imperial Bank to keep open branches 
not less in number than diose existing at the time the 
Reserve Bank came into existence. The Imperial Bank 
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would receive for a period of 15 years a fixed payment for 
this service from the Reserve Bank. 

So far as the working and achievements of the 
Imperial Bank of India are concerned, the Bank has been 
subjected to a lot of criticism specially from nationalist 
quarters. Its European management and European staff 
have been a cause of very great suspicion against it in the 
public mind, and as a result it has been accused, 
not always wrongly, of a strong anti-Indian but-look 
and racial discrimination in favour of foreign custom 
and business interests. As a Banker’s Bank, far from 
commanding an implicit confidence and leadership in the 
banking world, it has sometimes been charged of offering 
an unhealtliy rivalry to Indian joint-stock banks. Com- 
plaints arc also made that the Batik did not encourage 
the use of trade bills, mitigate the seasonal stringency in 
tlie Indian Money Market to any appreciable extent, 
train Indians in the business of banking and improve 
the interest situation in the country to any satisfactory 
limit. Even allowing for a margin of exaggeration, there 
is no doubt diat all has not been well with the Bank and 
its non-Indian management and staff have largely detracted 
from tlie good, it was otherwise capable of doing to tlic 
country’s banking needs. Now that it has been relieved 
of its hybrid character and is free from several inhibitions 
xmder which it laboured so far, it behoves the Imperial 
Bank of India to fully cast its lot with the Indian banks 
of the country and take an active lead in improving and 
organising the country’s banking system on better lines. 
It should stop non-Indian recruitment to its staff. Indianise 
its management and superior services,.follow a more liberal 
policy regarding rediscounting • of bills, and financing of 
agriculture, industry and the foreign trade. It is only on 
the basis of these improvements tliat the Bank would really 
be able to occupy that position of national service which 
should be its only objective. 
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, The Reserve Bank of India : — ^^Ve are living in 
an age of money economy. The stability of our economic 
system witliin the framework of the existing capitalist 
order of society is to a large measure affected by the 
monetar)’^ conditions pievailing at a particular time. It 
is a foregone conclusion which no one would challenge 
that a well-organised and controlled monetary system is 
the first requisite of a countr\'’s economic prdgiess and 
prosperity. The objective to be kept in ' \dew is the 
maintenance of not an absolute but a relative stability in 
tlie purchasing power of money. This calls fora double 
control, on currency as ivell as credit. Because it is a well- 
known fact which need not be reiterated tliat in all econo- 
mically advanced countries much of the demand for pur- 
chasirig poiver is to-day met not by the currency of tlie 
countn^ having a legal sanction behind it but by credit 
which the banks constantly and uninterruptedly manufac- 
ture.. Hence the necessity to control curiency as well as 
credit. The next question to be answered is regarding die 
agency, of this control. To take currency first, because 
of the fundamental importance of a stable currency for the 
well-being of every narion, at the first instance “it might 
appear as if the state itself should carr)”^ out this vital 
national-service.” But on a second thought die inconven- 
ience and the danger inherent in such a. scheme of things 
become clear. The rate of discount is the chief weapon' 
of this control, and since it is properly the instrument of a 
bank, there is a sound economic i eason for entrusting diis 
control to the hands of a bank and not to the state. But 
drere is a political aspect also. If the management of 
cmrency, which also means the right of note-issue, is 
^ imder the control of die state itself, the danger of .govern- 
ment’s misusing its power of printing notes to meet its 
financial needs is always there. This,' hoivever, must be 
avoided. Thus on grounds, both economic and political, 
a bank is the proper agency to control currency. And 
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to make the control cfTeclivc, not divided responsibility but 
centralisation of it in a single authority is essential. The 
Central Bank of the country is such an authority. Look- 
ing at this problem from the view-point of crcdit-controlj 
we arrive at a similar conclusion. To ensure that the 
different banking institutions functioning in the country and 
performing the important work of dealing in credit move, 
in one step and follow the same policy, it is highly necessary 
that they should be subjected to a common leadership 
and controlling power which would guide them in the 
best interests of the nation not only in normal times but 
specially in times of crisis and difficulty when its help and 
support would be most required and valued. A Central 
Bank well-equipped with the centralisation of country’s 
reserves can only shoulder this great and onerous respon- 
sibility. Further, it is also very important to remember 
that to achieve a relative stability in the community’s 
purchasing power independent and separate control over 
currency and credit is not what is required. The prob- 
lems of currency and credit arc closely knit and only a co- 
ordinated control over the two in the hands of a single 
institution would serve the purpose. A Central Bank 
only is fit to achieve such a co-oi dination because of its 
close contact with the countiy’s money-market and its 
inherent capacity to influence it. No State in the very 
nature of its purpose and constitution can take up the 
responsibility and discharge it better. This unified con- 
trol and co-ordination possesses some other advantages 
also. The waste and duplication involved in maintaining 
separate and independent currency and banking reserves 
with ill-defined and overlapping functions, as was seen in 
India before the establishment of the. Reserve Bank in 
1935, would be avoided ’oy the existence of a Central Bank 
as the currency and* credit authority of the country. The 
Central Bank would also be a suitable agency for interna- 
tional co-operation in monetary matters the need for which 
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is bound to arise after the end. of this international gangs"- 
terism that has overpowered the world to-day. Some 
of tlic good results that follow the establishment of a sound 
and effective Central Bank in a country may be enumerated 
thus : uniformity and levelling down of interest rates between 
different times and places, pro\dsion of adequate redis- 
count facilities to tire country’s banks thus gmng them 
an opportunity of self-liquidating investments, relie\’ing 
the government of many of its financial and semi-financial 
duties as management of cash balances, and public debt, 
extension of remittance facilities to the banks and the 
public, the existence of expert advice and experience in 
financial matters and an expansion of banking facilities 
and diffusion of banking knowledge and practice in the 
country. Thus from tlie above discussion it is more tlian 
clear that tire existence of a central banking institution is 
the first sine qua non for the' functioning of a sound financial 
system, and everr’’ country should possess it. 

The question of establishing a central bank for India 
has been long debated. Starting with Warren Hasting’s 
scheme of a private bank in 1773 which functioned 
for sometirne under tire name the “General Bank”, 
before it was vetoed by the Company’s Directors, we come 
to anotlier scheme of Rickards in 1808 more elaborately 
planned than the first one on the lines of a quasi-public 
institution rvhich, however, met a similar fate, the project 
being not srunpathetically rnewed by the Governor- 
General and rejected by the Court of Directors. Another 
proposal was made in 1836 by a body of “East India Mer- 
chants” which, however, fell through as the Bank of 
Bengal agreed to take over all the duties expected of the 
nerv bank. 'With the establishment of the Presidency 
Banks of Bombay and Madras, the idea of turning the 
Bank of Bengal into a Central Bank gave place to that of 
amalgamating the three Banks into an all-India bank. 
Mr. Dickson in a memorandum put forth the idea in 1868 
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but nothing came out of it. Thereafter the question was 
discussed on the occasion of the Fowler Committee by one 
of its members in a separate note, and Mr. Keynes put 
forward a scheme for a State Rank before the Giiamber- 
lain Commission in 1913. The experience of the world- 
war of 1914-18 further impressed upon the public as well 
as the Government the urgency of instituting a central 
bank for the country and^ the resolution passed at the 
Brussels’ International Conference (1920) to the effect 
that “in countries where there is no Central Bank of 
Issue one should be established” put the final seal over 
the whole question. Accordingly in 1921 was established 
the Imperial Bank of India. Though partly performing 
the work of a Central Bank, yet the existence of the 
Imperial Bank did not close the issue of a brand new 
creation and ‘the Hilton Young Commission in 1926 on 
an examination of the whole question recommended the 
starting of a separate shareholder’s bank in India to act 
as a Central Bank for the country. The Commission took 
the view that the development of modern banking in 
India requires that a bank of the status and resources of 
the Imperial Bank should be entirely free for carrying on 
the functions of commercial banking only. . On January 
25, 1927, the late Sir Basil Blackett, introduced a Bill in 
die Legislative Assembly based on the recommendations 
of the Hilton Young Commission. From the very start 
difficulties were encountered on the questions of State vs. 
Shareholder’s. Bank and the composition of the Bank’s ‘ 
Board. Though die government ultimately accepted 
the scheme of a state bank, but no agreement could be 
arrived at on the question of 'the Directorate. The 
Government insisted that members of Legislature should 
be disqualified to become members of the Board of 
Directoiate, whereas the majority in the Assembly held 
die opposite view. Thereupon the Bill was dropped 
by- the Government, Then in 1928 the Government 
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published another scheme for a Reserve Bank of India 
and reverted to . the original proposal of a shareholder’s 
concern. But President Patel refused to call upon the 
Government to introduce tlie new Bill on February I, 
1928 on the ground that no new bill could be introduced 
unless the old bill was withdrawn. The Finance hlember 
then decided to proceed widi tlie old bill and as a result 
there arose the old controversies. Therefore the Govern- 
ment gave up the attempt which for a successful termina- 
tion had to wait for anotlier six years. WTien the question 
of fresh constitutional reforms was taken up, the problem 
of a Reserve Bank for India again came to the front. The 
Central Banking Committee also emphasised die vital 
importance of a Reserve Bank to the countIy^ Ultimately 
die "White Paper” proposals on Indian Constitutional 
Reform of March, 1933 made die establishment of a 
Reserve Bank for India, a condition precedent to the 
inauguration of a responsible Federal Government. A 
Committee was appointed for the purpose and on the 
basis of its report a bill was introduced in the Legislative 
Assembly in September, 1933 which passed thiough both 
the Houses in February, 1934 and received Governor- 
General’s assent on March 6, of die same year. The 
Reserve Bank of India actually caiiie into existence on 1st 
April, 1935. 

Coming to the constitution of the Reserve Bank of 
India, we find that the central management of the Bank 
is vested m a Central Board consisting of a Governor 
and tivo Deputy - Governors appointed by Govemor- 
General-in-Gouncil after considering the recommenda- 
tion 'of the Board in tiiat behalf; four Directors nominated 
by the Govemor-General-in-Council; eight Directors, 
elected by the elected members of the Local Boards — 
two from Bombay,- two from Calcutta, two from Delhi, 
one from Madras and one from Rangoon; and one Govern- 
ment official, nominated by the Governor-General-in- 



400 


banking 


Council. The last named Director and Deputy Governors, 
however, shall not be entitled to vote. The nominated 
official shall hold office during the pleasure of the Gover- 
nor-General and the other Directors for five years. The 
Local Boards- consist of five members each elected by 
share-holders of respective share-registers from amongst 
themselves and not more than three members each nomi- 
nated by the Central Board from the local shareholders. 
The Local Boards are mainly advisory bodies having no 
specific powers and duties conferred by the Act. They 
would have to perform only the work that the Central Board 
delegates to them. The Bank has already its offices in 
Bombay, Calcutta, Delhi, Madras and Rangoon* and 
a branch in London. It may establish branches,t or 
agencies at any place in India, and with the consent of 
the Governor-General-in-Council, elsewhere. 

The Bank has been started with an original capital 
of Rs. 5 crores divided into shares of Rs. 100 each fully 
paid up and distributed amongst the different Share- 
Registers maintained at Bombay, Madras, Calcutta, 
Delhi and Rangoon. Recently a tendency towards the 
concentration of Bank shares in fewer and fewer hands 
was noticed to prevent which the Bank Act was amended 
in March, 1940. Under this amendment no person can 
be registered as a shareholder in respect of any additional 
shares acquired after 26th March, 1940 by him so as to bring 
the total value to more than Rs. 20,000. Each share 
holder gets one vote after every five shares with, however, 
a maximum of 10 votes only. As shareholders are less 
interested in taking any active participation in controlling 
the affairs of the Bank than in their rate of dividend, which 
has been already guaranteed to them, it is likely that in 
spite of the above limitation on voting the tendency towards 
concentration would continue within "the maximum set 

* Rangoon Branch at present is under suspension. ' 

t Some branches have been opened at important commerci' 1 and 
industrial centres. 
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by the above amendment. Ownership of shares is not 
restiicted to Indians but is thrown open to all citizens of 
the Empire. Non-British subjects are, however, deprived 
of the privilege. 

The Act specifically lays dowm the functions that 
the Reserve Bank is pennitted to perform as well as tliose, it 
cannot perform. A close analysis of these functions clearly 
shows that the Bank, except when it becomes necessary 
to control credit, does not engage in tlie business of 
ordinary commercial banking so as to come in compe- 
tition with the other banks cariying on tliis business. 
Being a Cenbal Bank, the Reserve Bank of India acts 
not only as a currency authority, but also as a Govern- 
ment Bank as well as a Bankers’ Bank. 

As tire currency authority of tlie country, tire Bank 
has been given the sole right of note-issue, tire right of tire 
Government to issue notes having come to an end thereby. 
The bank notes are legal tender and are guaranteed 
by the Govemor-General-in-Council. The old Govern- 
ment of India notes were taken over by the bank and 
issued by it. It was in Januaiy^, 1938 that the Reserve 
Bank of India notes were first issued to the public. 
There is an obligation on the Bank to convert the notes 
into rupee coin and vice-versa. The Bank shall, in exchange 
for notes of five rupees or upwards, also supply notes of 
lower value or other coins which are legal tenders in such 
quantities as may, in the opinion of the Bank, be required 
for' circulation. The Bank notes shall be of die deno- 
mination of five rupees, ten rupees, fifty rupees, oneliund- 
red rupees, five hundred rupees, one tiiousand rupees and 
ten diousand rupees unless otherwise directed by the 
Govemor-General-in-Council on the Central Boards’ recom- 
mendation. 

The issue of bank notes shall be conducted by an 
Issue Department of die Bank which shall be kept separate 
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from the Banking DcpArtmcnl. This separation of the 
Issue Department from the Banking Department is, how- 
ever, not at all necessary in India as it is in case of England 
where the profits of note-issue belong to the Treasury and 
the rest of the profits to the Bank of England. The 
separation of the Issue Department and its assets from the 
Banking Department and its assets make the calculation 
of profits on this basis convenient. In India the basis 
adopted for the distribution of profits between the Bank 
and the Government is different. Hence there exists no 
justification for the seggregation of tlie two Departments 
op the British model. It on the other hand possesses the 
additional disadvantage of not showing the Bank’s liabi- 
lities as one comprehensive whole. 

Coming to the system of reserve adopted, tlie Reserve 
Bank Act has rejected the principle of fixed fiduciary issue 
in favour of the Proportional Reserve system. In view 
of our greater need for an elastic currency this is a 
measure of reform that was long overdue. The provision 
in this connection is that not less than two-fifths of the 
total reserve against note-issue shall consist of gold coin, 
gold bullion or sterling securities provided that the amount 
of gold shall not be less than Rs. 40 crores in value. The 
remaining three-fifths of the reserve may consist of rupee 
coin, Government of India rupee-securities of any maturity 
and ‘eligible’ paper payable in British India provided that 
the rupee securities shall not exceed one-fourth of the total 
amount or Rs. 50 crores whichever is greater or with the 
previous consent of the Governor-General-in-Council 
such amount plus Rs. 10 crores. Gold is to be valued at 
8.47512 grains of fine gold per rupee, rupee coin at its 
face value and -securities at market rate. Sterling secu- 
rities mean balances with the Issue Department of the 
Bank of England, Bills of Exchange drawn on and payable 
in United' Kingdom within 90 days and Government 
securities of the United Kingdom maturing witliin five 
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years. On payment of a a tax, the Bank can hold 
gold coin, gold bullion, and sterling of less tlian t^vo-fifths 
of the total reserve. 

To maintain the stability of the exchange value of 
the rupee at Is. 6d., the Bank is under the obligation 
to purchase sterling from any person at its office in Bombay, 
Calcutta, Delhi, Aladras, or Rangoon for immediate 
delivery in London at a rate not higher than Is. 6 Id. 

for a rupee, as tvell as to sell sterling at a rate not below 
Is. 5 i?d. for a rupee. 

As a Government Bank, the Reserve Bank is required 
I to transact Government business. Thus it has to make 
and receive payments in behalf of tlie Government, to 
carry out their exchange, remittance, and other banking 
operations, including the management of public debt and 
issue of netv loans. The Bank shall also have the right to 
transact Government, (Central and Provincial) business 
in India and shall have a free use of their cash balances. 
The Bank has not to render these services free but on 
terms embodied in the agreement. 

In addition to the above functions, the Bank is per- 
mitted by the Act to transact business of many other kinds 
also, (f) It may accept interest-free deposits from Govern- 
ments, loca^ authorities, states, banks and any odier per- 
sons. (/?) It may purchase, sell and rediscount bills of 
exchange and promissor)" notes dra'wn on and payable in 
India and arising out of bona-fide commercial transactions 
or issued or dranm for holding or trading in Government 
or specified state securities bearing two or more good 
signatures, one of which being of a scheduled bank, and 
possessing an outstanding maturity of ninety days. In 
case of bills dra^\n or issued for financing seasonal agricul- 
tural operations tire period of outstanding maturity is 
extended to nine months, and one of tlie signatories shall 
be eidier a scheduled bank or a proiancial co-operative 
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bank, {ui) It may purchase from and sell to scheduled 
banks sterling in minimum amounts of the equivalent of 
one lakh of- rupees. It may purchase, sell and rediscount 
bills of exchange drawn in or on United Kindgom with 
with an outstanding maturity of ninety days provided that 
in India such dealings would be made with a scheduled 
bank only, (iv) The Bank may make loans or advances 
repayable on demand or for periods of not more than 
ninety days to states, local authorities, scheduled banks 
and provincial co-operative banks against the security 
of trustee securities, gold or silver or documents of title 
thereto, eligible paper, or promissory notes of a scheduled 
or a provincial co-operative bank supported by documents ^ 
of title to goods. It may make \s'ays and means advances 
to the Central or Local Governments for a period of not 
more than three months, {v) It may purchase and sell 
Government securities both of the United Kingdom and 
of India as also certain specified securities of a local autho- 
rity or states subject to certain maxima, {vi) The Bank 
may act as agent of the Secretary of State-in-Council, 
Governor-General-in-Council, a local Government, or 
a local authority or state in India for tlie transaction of 
certain specified business such as purchase and sale of 
gold or silver, of bills, securities, or shares, or the manage- 
ment of public debt etc. {vii) It may open account or 
make an agency agreement, with or act as agent or corres- 
pondent of a Central Bank in any country, {viii) The 
Bank may borrow money for a period not exceeding one 
month from scheduled banks#, or other Central Banks. 

As already seen the Bank has the sole right of note- 
issue. (a:) Lastly, the Bank is also authorised to conduct 
what is called open market operations if in the opinion 
of the Bank they are necessary to enforce its policy regard- 
ing .the control of country’s credit, oiganisation. These 
operations consist in the purchase or sale of securities or 
.eligible bills without the signature of a scheduled or a pro- 
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vinclal co-operative bank or in making loans or advances 
in the open market. TJius the Bank comes in direct com- 
petition with other banks, though not for making profits 
but for enforcing a policy in the national interest. The 
Bank engages in the open “market” operations only in 
.special circumstances when it fails to control credit with 
the help of the Bank Rate. .Otherwise the normal weapon 
of a Central Bank is its Bank Rate. It is, in case of the 
Reserve Bank of India, the standard rate at which it is 
prepared to buy or rediscount bills of exchange or other 
•commercial paper eligible for purchase under the Act.* 
The Bank thus has the discretion to discount agricultural 
bills at a rate lo\ver than this standard rate. 

There are certain kinds of business which the Reserv'c 
Bank of India may not transact. Thus it may not 
engage in trade or have a direct interest in any com- 
mercial, industrial or other undertaking except such interest 
at it may acquire in the course of satisfying its claims; 
purchase its own shares or shares of any other bank or 
company or grant loans upon the security of such shares; 
advance money on the mortgage of or otherwise on the 
security of immovable property or documents of title 
relating thereto; make loans or advances; dra^v or accept 
bills payable odierwise than on demand; and allow interest 
on deposits or cunent accounts. 

In order to exerise its control on the money market, 
the Bank exercises certain control over the scheduled 
banks, \vhich are banks having a paid-up capital and 
reserve of not less than Rs. 5 lakhs, and included in the 
second schedule of the Act. It is obligatory on these 

•In case of Bank of England Bank Rate is the minimum rate at sshich it 
svill discount bills for other than its customers. It is generally fixed abo\-e the 
open market Rate. Before the Reser\-e Bank ssas established, the Bank Ri tc 
in India was the rate at which the Imperial Bank was prepared to lend monej’ 
against Government Securities. It svas different from the Imperial Banks 
hundi rate -which was the rate at which* the Bank discounted first class hundis 
of approsed indigenous bankers maturing after 60 or 90 da>'S. This hundi 
rate is different from the bazaar rate i.e. the rate at which indigenous bapkers 
discount the hundis of small traders and merchants. 
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chcdulcd banks to maintain with the Reserve Bank a 
balance the amount of which shall not be less than 5 
per cent, of its demand liabilities and 2 per cent, of its 
time liabilities in India at the close of business on any day. 
It has been suggested in this connection that as such a dis- 
tinction encourages a shifting of current to time deposits, 
a composite reserve backing, might, therefor c, have been 
better. Rcgai'ding the pi-cscnt qualification of a capital 
and reserve of at least 5 lakhs for admitting a bank to the 
category of scheduled banks, the criticism has been made 
that as in India banks with capital and reserve of less than 
5 lakhs have an important role to jrlay in the future deve- 
lopment of its economy, the condition of scheduling to 
the bank should be fixed at a minimum of 1 lakh of capital 
and reserve. Further, an additional condition of an 
unintenupted existence of 10 or 15 years, which should be 
regarded as a clear proof of banks’ stability and useful- 
ness, is also suggested. Every scheduled bank shall also 
send to the Govcrnor-Gcncral-in-Council and to the Bank 
a weekly return showing its demand and time liabilities 
in India, the total amount held in Iirdia of Government of 
India securities and Bank notes, the amounts held in India 
in rupee coin and subsidiary coin, and the amounts of 
advances made and of bills discounted in India and the 
balance held at the Bank. In case a scheduled bank 
fails to keep the minimum reserve with the Bank it has to 
pay a penal interest which is above the Bank Rate. 
Similarly for failure to submit weekly returns a penalty 
of one hundred rupees per day has to be paid. The Bank 
may also require any provincial co-operative bank with 
which it has dealings to furnish the weekly return though 
it cannot be compelled to maintain a portion of its reserve 
with the Bank. \ ’ 

Since 1938 the Reserve Bank has been receiving 
cash reserve returns from the non-scheduled banks also. 
The Bank has also offered to advise and guide non-sche- 
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duled banks with a paid-up capital ,of Rs. 50,000 or over 
provided they furnish it with information about their 
operations. Many non-scheduled banks have thus 
developed contact witli the Bank which shall be of great 
help in tlie development of a sounder banking system in 
the country. The total number of non-scheduled banks 
submitting returns was 601 at the end of December, 1941. 
By 1945 tlie number of such banks has gonedown a little. 

The Bank has attached to it a special Agricultural 
Credit Department Avhich maintains an expert staff to 
study all questions of agricultural credit and be available 
for consultation by Governments, provincial co-operative 
banks and other banking organisations. The Department 
has also to co-ordinate die operations of the Bank and its 
relations ivith provincial co-operative banks and any 
other banks engaged in die business of agricultural credit. 
The Department has published a preliminary report and 
a statutory report on the subject of agricultural credit 
and co-opeiaticn, the latter containing the proposals for 
linking die indigenous banking to the Bank. Nothing, 
hoivever, has come out of these proposals. Thus though 
the Agricultural Credit Department has so far not succeeded 
in solving the most thorny problem of linking the indi- 
genous banker to the Reserve Bank, it has, however, been 
doing much useful work by producing literature and 
rendering advice to those who have sought it. 

The Bank is required to make a weekly return to 
the Goveinor-General-in-Council of the account of the Issue 
and Banking Departments in the prescribed form. The 
Bank has also to submit a copy of its annual accounts to 
die same authority. The Bank’s 'Weekly return gives an 
idea about its affairs and is important for the studv of the 
country’s- money market. <» 

As already noticed in the last chapter, the Imperial 
Bank of India has been granted die sole priiilege of acting 
as an agent of the Reserve Bank ivhere the latter has no 
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branch of the Banking DcpartRteul and the fornicl’' haji. 
The agreement has been entered into for 15 years after 
which it is liable to be terminated by either party after 
five years’ notice. The Imperial Bank would receive 
a commission from ‘the Reserve Bank whicli is liable to 
levision after ten years. The Imperial Bank will have aslo 
to maintain the number of branches it had at the time 
of the establishment of the Reserve Bank for which the 
Reserve Bank would pay to the former for the first fiv^c 
years Rs. 9 lakhs, for the next five years Rs. 6 lakhs, and 
for a period of another five years Rs. 4 lakhs. This 
special treatment with the Imperial Bank in making it the 
sole agent of tire Reserve Bank has been much criticised. 

We have so far described the existing organisation 
and functions of the Reserve Bank of India, Let us now 
offer a criticism of the existing arrangement, and discuss 
the various limitations under which it works and the 
achievements it has made during the past eight years. 

Regarding the constitution of the Bank, much has 
been made of keeping it independent of political influences. 
The Government has all along opposed the scheme of a 
State Bank precisely on this ground. But a close examina- 
tion of the present constitution of the Bank and the way 
in which the management has to rvork in practice leads, 
us to the unfortunate conclusion that though Indian political 
influences have been successfully kept at an arm’s length 
from the affairs of the Bank, the British political influences 
would have the fullest access. The Governor of the Bank 
\vould be a Governor-General’s nominee and it is he 
who, being a whole time officer, would wield the greatest 
power in practice. The Board of Directors itself will be 
dominated by the (Governor and other nominated mem- 
bers and the election of the representatives of shareholders 
would be indirect. Though the majority in the Board 
' is of the elected members, yet circumstanced as we are, 
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it would Jiot be difficult at all to find amongst the elected 
element persons avIio \vould side the Government block and 
give it the actual majoiity. Thus it is yrong to assume 
that in reality the Reserve Bank is free from political 
influence. It is, under its pi'csent constitution, boimd 
to function as a hand-maid of British imperialist interests 
in the country. 

The next point is about the capacity of tlie Bank to 
effectively control the credit organisation of the country. 
Here it is impoitant to remember that a large section of 
the countr)'’s banking system represented by non-schedulcd 
banks and the indigenous bankers are still outside the 
control of the Bank. The present piactice of tlie banks 
to keep the excess reserve (abov'e tlie fixed minimum kept 
with the Rcseri'e Bank) in their own I’aults reduces 
their dependence on the Reserve Bank whose resources 
are thereby adversely affected to that extent and as a result 
its power to control the credit machinery is also limited. 
The undeveloped condition of our bill market, existence 
of disparities ' in interest-rates, presence of banks widi a 
wide net-work of branches in the country, and easy money 
conditions that hai'e prevailed since the ver}’ inception of 
the Bank have also conspired together to make the Reserve 
Bank a less effective . machinery for credit regulation 
through die Bank Rate. The effectiveness of die ’Banks’ 
“open market” operations is also greatly hampered owing 
to its limited resources possessing little elasticity as could 
be possible, if the Bank has a statutory power to create and 
sell its own debentures and shoit-tenn bonds and raise die 
proportions of the compulsory reserves of die scheduled 
banks held with the Bank. The limited capacity of the 
stock exchanges in- India is again a further hinderance in 
the Bank’s way. Thus it is clear that the Rcsen-c Bank 
of India has various difficulties to overcome before it can 
function as an effective credit audiority in the country, 

and it is regrettable to remark that so far the Bank has 

52 
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not been successful in solving any of them. But in fairness 
to the Bank it must also be admitted that it has achieved 
success in. maintaining external stability of the Rupee, 
doing Government-banking business, including the 
management of public debt and issue of new loans, giving 
of much valuable and expert advice on cpiestions like those 
of agricultural credit or a Bank Act in India, in stimulating 
the extension of banking facilities in the country and in 
the elimination of seasonal extremes in the rates of interest, 
though about the last point a doubt has been raised that 
whether this mitigation d? seasonal stringency is due to a 
definite policy of tlic Bank or the existence of easy money 
conditions about w'hich a reference has been already made. 

THE PROBLEM OF BANKING LEGISLATION. 

The question of the development of a sound and 
national system of banking is very closely connected with 
the existence of some sort of banking legislation to regulate 
the working of banks in the country. Such a legislation 
is necessary not only to safeguard the interests of tlie de- 
positors who entrust their savings to banks but also to pro- 
tect the banks themseh'cs from the existing unfair competi- 
tion of foreign banks doing business in India. Though 
there exist a few precedents, as in England, wiicre a special 
Bank Act has not been thought necessary, but so far as 
India is concerned it has been generally admitted that, 
in view of her backw'ardness in banking and her great 
need to ensure that the future development follow's on 
strictly national lines, the enactment of a special Bank Act 
is not only desirable but highly necessary. 

The Bank failure of 1913-14 for the first time brought 
the problem of banking legislation in India to the front 
and since then the necessity has been increasingly realised. 
The Central Banking Enquiry Committee also recom- 
mended the passage of a special Bank Act and the recent 
banking crisis of 1938 in southern India demonstrated the 
importance of such a measure to a still greater extent. 
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Thus the question has assumed, in recent years, a geat 
practical importance and demands a more detailed study 
on our part. 

The joint-stock banks in India arc at present 
governed by the Indian Companies Act of 1913 as amended 
in 1936. The Act in certain matters contains a few special 
provisions applicable to banks only. Before the amend- 
ment made in 1936, these special pro\asions related to the 
compulsory registration of a Irankihg company in case tire 
number of members exceeded ten, to die filing rvith die 
Registrar of a copy of the Balance-sheet drawn up m a 
prescribed form showing separately secured and unsecured 
debts Widrout disclosing the prorision made for bad and 
doubtful debts, and to the appointment of inspectors to 
examine the affairs of a banking company in case the 
members holding not less than one-fifth of the shares 
issued so demand. By the amendment of 1936 these 
special provisions have been further extended by adding 
a number of new sections to the Act. These new sections 
deal w'ith the following matters : — 

(f) The definition of a bank: — It has been de- 
fined as a company which carries on as its principal business 
the accepting of deposits on current account or otherwise 
subject to rrnthdrarval by cheque, draft, or order side by 
side wdth any one or more of the several specified forms of 
business such as borrow'iug and lending of money, dealing 
in bills of e.xchange, or foreign exchange, issuing of letters 
of credit, undenvriting or dealing in stock, shares, deben- 
tures etc., acting as agents for governments or private 
persons, and promoting or financing any business under- 
taking or industry. 

{ii) Limitation of activities : — It has been laid 
dewm tliat no banking company shall be registered under 
the Act unless it confines itself to banking business only as 
specified in the , Act. 
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(m) Employment of Managing Agent;— The 

Act prohibits the management of a banking company liy 
a managing agent. 

{iv) Restriction regarding minimum capital;— 

No banking company is permitted under the Act to com- 
mence business unless a working capital of 50,000 rupees 
has been raised by the allotment of shares. 

(&) Charge on unpaid capital; — No banking 
edmpany shall create any charge upon the unpaid capital 
of the company. 

(vi) Reserve Fund: — Every banking company 
shall out of declared profits of each year and before any 
dividend is declared transfer not less than twenty per cent, 
of the profits to the Reserve Fund until the amount of the 
said fund is equal to tire, paid up capital. 

(vii) Cash reserve : — Every banking company shall 
maintain a cash reserve of at least one and a' half per cent, 
of the time liabilities and five per cent, of demand' liabi- 
lities of the compan)^ 

(vui) Restriction on the nature of subsidiary 
companies ; — A banking company is not allowed to form 
or hold sha,res in any subsidiary company except one of 
its own formed for the purpose of nndertaking and execu- 
ting trusts, undertaking the administration of estates, and 
such other purposes as are incidental to the business of 
accepting deposits of money on current account or other- , 
wise, 

(u) Power of .Court to stay proceedings ; — In 

order to save a banking company from liquidation oh 
account of temporary difficulties, tlie Act lays down tliat 
the court may grant a moratorium for a fixed period by 
staying proceedings against such a company provided 
the coinpany applies for the same and the application is 
supported by the report of the Registrar. For. purposes 
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of his report, the Registrar can investigate into the financial 
condition of tlie company. 

Through the above extended pro\-isions of the Indian 
Companies Act as amended in 1936 have certainly improv- 
ed the position to some extent regarding the regulation 
of banking in India, but they are not comprehensive 
enough to dbviate the need for a separate Bank Act. 
Hence the need for the same continued to be felt. It 
was in response to this need tliat the Reserve Bank of 
India gave detailed consideration to the question of bank- 
ing legislation for India. In November, 1939 the Bank 
submitted, in form of a draft-bill, a series of proposals 
concernins: a Bank Act to the Central Government. 
The Government circulated them in January, 1940 for 
public opinion. But later on the Government informed 
the Bank that “in the present abnormal conditions they 
did not consider it feasible to undertake immediately 
comprehensive banking legislation, which, in view of the 
lack of unanimity of opinion in the country, might be 
contraversial to a high degree.” The Government, 
therefore, decided to drop the question of banking legisla- 
tion for the present. It, however, contemplated that 
some interim measures involving the minimum of legis- 
lation might be adopted in order to improve the adminis- 
tration of the present law relating to banking. “A proposal 
\vas accordingly circulated by the Government during the 
year with the object of removing the difficulties of interpreta- 
tion created by the present definition particularly those aris- 
ing from' the use of the tvords ‘principal business’.” Under 
this proposal it is intended to amend the existing definition 
by adding an explanation that any company \vhich uses as 
part of its name tire word ‘bank’, ‘banker’, or ‘banking’ 
shall be deemed to be a banking company irrespective of 
tlie fact whether its principal business is or is not one that is 
proUded in the Act.’*’ Before we proceed to examine the 

^'Reports of the Reserve Bank 19-11, 1942, 
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proposals of the Reserve Bank regarding the Bank Act, 
it must be remarked that it is really regrettable that in 
the name of abnormal conditions the Government decided 
to hold over such an important question of banking reform. 
In fact under the present inflatory conditions of war time, 
the need of a sound banking legislation to ensure the de- 
velopment of banking on sound .and safe lines is much 
greater than it was ever before. 

Coming to the Reserve Bank's proposals for a Bank 
Act. First, the proposals aim at a simpler and more 
restricted definition of banking, and banking companies. 
FIcre it is important to remember that the prolrlcm of de- 
fining a bank has always been a very difficult one and the 
existence of a large number of indigenous bankers in case 
of India increases the difficulty much more. To meet 
this difficulty it has therefore, been suggested that ^vithout 
attempting an exact definition of a bank on authoritative 
and conclusive register of banks and bankers be framed 
and the situation presented by the indigenous bankers 
should be met by providing for their enrolment as members 
of the All-India Bankers’ Association on the fulfilment 
of certain conditions.* Another way out of difficulty 
would be to define banking as ‘accepting of deposits on 
current account or otherwise subject to withdrawal by 
cheque’ and thereafter saying that a banking company 
was one which did banking business.! 

Secondly to ensure that banks possess at least a 
certain minimum working capital necessary for carrying 
on banking business on sound and profitable lines, the 
draft proposals make an improvement on the already 
existing provision regarding capital in the Indian Com- 
panies Act. They prescribe (i) a minimum paid up 
capital of Rs. 1 lakh before a banking company should be 
permitted to start business; (ii) a minimum capital of Rs. 5 

> *Banking in India by Panandikar. 
tJatbar and Beri, Vol, II, pp. 443. 
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lakhs, il" the bank does business at Bombay or Calcutta, 
in respect of each such place, and (iii) a minimum paid-up 
capital of Rs. 2 lakhs if it docs business at places with a 
population of 1 lakh, for each such place. Furdier, no 
bank with a paid-up capital and reserve of less than Rs. 20 
lakhs Avill be allo^ved to operate outside the province or 
state in which it has its principal place of business. 
These provisions are an improvement on die existing one 
in so far as they prescribe a higher minimum and apply 
to all the banks eidier existing or neiv as against the exist- 
ing provision which does not apply to banks that existed 
before the said provision was enacted. There arc, how- 
ever, certain odier points diat have been raised in this 
connection. For exam.ple, it is pomted out that the above 
proposals by implication admit that depositors in bigger 
places, which as a rule contam well-known banks, require 
greater protection dian those in the sniallcr places. 
Similarly it is also assumed that smaller banks have no 
suitable business in bigger places although the fact is that 
they contain many small crafts and industries. To remedy 
these drawbacks the suggestion offered is that a certain 
minimum average of resources, per office, say 3 lakhs, should 
be fixed. There is no doubt that such a minimum would 
exercise a healdiy check on the unrestricted expansion of 
branch-banking in the country and would ensure protec- 
tion to depositors in small places as ^^•ell. 

Thirdly die draft ivill also lays down that the sub- 
scribcd'capital shall not be less than 50 per cent, of the 
authorised capital and the paid-up capital shall not be 
less than 50 per cent, of the subscribed capital. This 
would check the scandal of issuing prospectuses with a 
.very large authorised capital while in practice having a 
very small ivorking capital. 

Fourthly the bill also prescribes that not less than 
30 per cent, of dieir time and demand liabilities' shall be 
held in form of cash of unencumbcied approved securities. 
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This would mean a guarantee fund to protect the^intcrests 
of the depositors. 

Fifthly there is provision in the draft proposals to 
protect British Indian depositors in the case of banks in- 
corporated outside British India by requiring them to 
maintain 75 per cent, of their British India liabilities in the 
form of assets in British India. 

Lastly important provisions have been suggested in 
the bill to expedite and simplify the liquidation proceed- 
ings of a bank so that in the event of a bank failure the 
depositors may be paid off witli minimum of. delay and 
litigation expenses. For example to avoid the high cost 
of liquidation the Reserve Bank is to be recognised as the 
liquidator in all cases of banks. 

Besides the' above proposals the draft bill retains 
the existing provisions in the Indian Companies Act such 
as those relaling to cash reserves, reserve funds, creating 
a change on un-paid capital, employment of managing 
agents and restiictions on the nature of subsidiary com- 
panies. Eveiy bank under the proposed Act will be 
required to submit to the Reserve Bank on a fixed da.y 
iii the year a return of the amount of its time and demand 
liabilities showing that its assets were not lower than 75 
per cent, of its liabilities. The draft bill excludes from 
its scope all indigenous and private bankers as well as co- 
operative banks or' other banks that are governed, by any 
special Acts relating to them. • ' 

The draft bill no doubt goes a long way to improve 
the existing situation about the regulation of banks in 
India. But there are certain matters in respect of which 
it needs further improvement. -The first point is about 
the scope of the bill. To make regulation of banking in 
India really effective, it is necessary that indigenous and 
private bankers should not be left out of control. Secondly 
the new Act should require all-Indian and non-Indian 
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batiks to obtain from Reserve Bank of India a license. 
This would help a systematic expansion of banking in tlie 
country and a substantial measure of general control over 
all banks by the Reserve Bank of India tvould be seeured. 
The terms of licenses should be stiffer in case of foreign 
banks than in that of Indian banks. Thirdly to ensure 
sound internal w'orking of a company die Act should lay 
doivn diat the Memorandum and Articles of Association 
of a bank shall provide for such matters as prohibiting 
loans on tire security of bank’s shares, and limiting loans to 
bank’s- directors and other offieers, etc. JFourthly the 
Act should provide that all banks doing business in British 
India, excepting foreign banks, should have a majority 
of Indian directors and that no new' bank other than a 
foreign bank should be allow'ed to operate in British India 
unless it has a majority of Indian shareholders. Fifthly 
a banking company should be required to maintain a 
separate index of tlie names of its shareholders ready for 
reference and inspection by tlie latter and a similar register 
of shares oivned by non-Indians should also be prepared. 
Sixtlily provision should be made that transfers of shares 
are registered within a fixed period to prevent undue delay 
and tliat mortgages on bank’s property are also registered. 
Seventhly the Act should lay down a neiv form of Balance 
Sheet in place of die present one ivhich would proidde 
more detailed information. For example loans granted 
by the banks to directors, managers, and secretaries 
should be shpim separately; so also the loans granted 
to a limited company in which any . of tlie bank’s 
directors are members of the managing agent’s firm. 
The investments should be classified into tliree 
categories {i) gilt-edged and trust securities, (ii) deben- 
tures {in) otlier items. The present practice of show- 
ing debts as secured and unsecured should be discontinued 
as it unnecessarily frightens the shareliolders and creditors 
of the banks concerned. Tlie Reserve Bank should be 
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given the freedom to decide if banks should publish any 
otiier . periodical returns about their assets and liabilities 
and the foreign banks should be required to supply the 
Reserve Bank in addition to a periodical statement an 
annual statement showing their assets and liabilities about 
their Indian business. Such tlien aie sorhe of tlie import- 
ant improvements that should be incorporated in the. 
draft proposals to make them fully, satisfactory. 

In the end it is necessary, however, to remark tlrat- 
diough a special Bank Act containing suitable provisions 
about [i) Organisation, {ii) Management, {in) Audit and 
inspection and (iv) Liquidation and amalgamation is 
essential for the sound development of banking in India 
and that the passage of such an Act is already overdue, 
but too much reliance on mere legislation would not do. • 
Because on the 'one hand no amount of banking regulations ■ 
and restrictions can check un^und management alto- 
gether and on the otlrer meticulous restiictions at times 
may do more harm than good'^y lessening tire responsi- 
bility of Directors and Managers. Therefore it is never 
to be forgotten that a well thought out banking legislation 
shall have always to be supported in the last resort by a 
wise selection of good management in order to ensure bank- 
ing progress in the country on sound and healthy lines.* 
v/ , THE PROBLEM OF A BILL MARKET. 

One of the essential requisites of a sound system 
of banking in a country is the existence of a well-developed 
bill market. The need and importance of- such a bill 
market in these days of credit economy are obviously great. 
Bills are a gieat help in the financing of trade, industry 
and agriculture of a country as their use obviates the 
necessity of using money for such purposes to a great extent. 
They make it possible that the credit-worthiness of business 
men and industrialists is actually harnessed to the develop- 
ment of a country’s economic life. Further, they offer 

*The Bill is in the process of being passed. 
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a vefy good and self-liquidating outlet for the investment 
of banks resources, and also help to make the control of the 
central bank of a country over tlie banking system more 
effective and real. Thus a wide-spread use of bills by 
traders and business men in a country is highly desirable 
and must be encouraged. But the position in India in 
this respect is far from .satisfactory. There is a great 
scarcity of commercial bills in tire country and only a ver)’’ 
small proportion of their assets, the banks in India invest 
in tltem. Let u's, therefore, first examine^ the causes of 
tliis scarcity and . then suggest remedies for their removal. 
Here, however, it should be remarked that tire prevailing 
scarcity of commercial paper in India is not owing to tire 
ignorance of dre public regarding their utility or reluctance 
to use them. We have already noticed that ‘hundis’, 
the indigenous bill of exchange, have been in use in India 
since very old times. 

N 

The various causes respoirsible for the scarcity of 
commercial bills may norv be mentioned : (f) The banks 
in Ijndia have to maintain a stronger liquid position as the 
banking habit of the people is not well-developed. They, 
tlrerefore, prefer investment of tlreir assets in Government 
securities rvhich also offer attractive interest rates to invest- 
ment in bills, (n) Before the establishment of tire Reserve 
Bank of India, tire Imperial Bank of India functioned as 
a banker’s Bank with which otlrer banks could rediscount 
their bills. But banks in India for various reasons did not 
like to rediscount tlreir bills widr dre Imperial Bank. The 
Imperial Bank was looked upon as a rival and as such the 
banks did not like to disclose dreir position to it. The 
rediscounting was regarded as a source of rveakness by dre 
money market. The Imperial Bank also did not offer 
any concessional rates of discount to other banks nor it laid 
dor\Tr any standards about dre bills drat it rvas prepared 
to discount, {in) The banks sometimes arc not in a 
position to ascertain the financial standing of the signato- 
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ries of a bill, [iv) Many .of the internal bills are not 
genuine trade bills drawn for the purposes of financing 
a business transaction concerning a sale or purchase of 
goods but are finance bills representing money-lending 
transactions. Besides tliis in the case of a bazaar hundi 
it is also difficult to find out whetlrer it is a finance bill or a 
genuine trade bill since it is not always accoijipanied by 
documents like sale contracts, invoices, documents of title 
etc. {v) The wide prevalence of the system of cash credit 
is also a hinderance in this respect, {vi) Other difficulties 
in tlie way of the free use of hundis are a great number of 
languages used in drawing hundis and diversity of cus- 
toms prevailing regarding days of grace etc. 

The existence of a central bank in a country has 
been recognised on all hands as the first necessary step . for 
the promotion of a bill market. Because it ‘ is only a 
central bank which by co-ordinating the different con- 
stituents of the money maiket, establishing a unified con-^ 
trol over credit and currency and offering rediscounting 
facilities to other banks can encourage the use of com- 
mercial bills to a large extent. With the establishment 
of the Reserve Bank in India in 1935, it is only natural 
to hope for such a- development of bill market here also. 
But as has been pointed out elsewhere, so far the Reserve 
Bank has not achieved any marked success in this respect. 
And so long as the problem of linking tlie indigenous bank-, 
ing with the modern banking in the country is not solved 
by tire Reserve Bank, its success in the field of promoting 
a bill market is bound to remain unachieved. Besides 
this, the Reserve Bank so far has also, not used its ciisere- 
tion to charge higher rates for giving loans against gilt- , 
edged secuiities than the rate of discounting bills of its 
member-banks. The exercise of such a discretion is 
bound to encourage tlie use of bills. The Reserve Bank 
should also conduct educational work to bring home to 
.traders and producers the utility of giving full inforniation 
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about their financial standing to their banks so tliat the 
latter may not refuse to discount their bills only for want 
of necessary information about the nature of the bill and 
the financial standing of its signatories. By encouraging 
the indigenous bankers to adopt bill broking as an integral 
part of their business as well- as to induce tliem and tlieir 
rich depositors to form, discount houses under its- aegis, the 
Reserve Bank can furdier help in the promotion of a, bill 
market in India. 

There are various otlier steps also that are suggested 
for the development of a bill market in the countr)'. 
The establishment of ^varehouses and godo^vois under proper 
management in different parts of India would be useful 
in replacing the finance bills by genuine trade bills which 
the banks would readily agree to discount. The ware- 
house receipts granted by these warehouses would act as 
a good support to tlie trade bills. Similarly the sale of 
printed bill forms ' in English and m important Indian 
languages by post offices, standardisation of the essential 
features and customs relating to hundis, so as to promote 
their circulation, and making the noting of dishonour 
and protest by recognised associations of banks, shroffs 
or merchants so as to do away with the e.xisting inconve- 
nience experienced at present by the o^\•ners of .the 
himdis in going to the Government officer appointed 
for tliis purpose, would also help'a good deal the work of 
making the use of bills more popular tlian it is at present. 
Reduction of discount charges would also facilitate the 
use of bills more freely. A high stamp duty so far was 
also a hinderance, but on die recommendations of die 
Reserve Bank ivith effect from Januar)% 1940 the stamp 
duty, ivas reduced to tivo annas for everi^ one diousand 
rupees or part diereof of die amount of usance bills pay- 
able not more dian one year after date or. sight. 

Lastly diere are several transactions in the country 
in which at present bills are used to a very small extent 
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and an extension to tvhich would prove usci'ul for tlic pt'o- 
motion of a Ijill market. Thus bills should be used in 
respect of financing the agriculturists for the growing of 
crops, financing the marketing of crops, financing of village 
bankers by shroffs, and financing of die movement of goods 
from the port town to the interior. For example it has 
been suggested that agriculturists .should become members 
of co-operative godowns and the latter should^ draw bills 
on the former. The bills then may be discounted with 
central co-operative banks and they in turn may redis- 
count tlrem with odrer banks. The cultivators can 
obtain finance on the harvested produce from the co- 
operative godowns. The cultivators can • also obtain 
finance on harvested produce by permitting village bankers 
to draw bills on them. The village bankers may then 
discount the bills with shroffs and the latter in turn with 
the joint-stock banks. A further scope for introducing the 
use of bills is in connection with the replacement of the 
present cash credit system by bank acceptances in the 
financing of the export trade of the country.* Under 
the system of bank acceptances, a purchaser of goods on 
whom the seller draws a bill of exchange, arranges before- 
hand with his bank to have the bill accepted by it which 
the seller, can then I'eadily discount in the market. The 
system would be useful both to the banks as well as the pur- 
chasers of goods. The former’s profits would not decrease 
because with the growth of acceptance business their 
lending capacity would increase and the latter would 
benefit' by a rate of acceptance commission that W'ould be 
lower than the rate of interest paid for cash credit. Finally 
the use of rupee bills instead of the sterling bills at present 
used in financing the import trade of the countr)”^ would 
also give a great impetus to the rise of a bill market in 
India. These then are the various measures that can be 

*Tfie Reserve Bank of India is making efforts to encourage the forma- 
tion of acceptance houses which would by creating bank acceptances help* 
in the promotion of a bill market in India, 
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profitably adopted to develop and extend the use of bills 
in tlie country which' is so necessary for an efficient func- 
tioning of our credit organisation. 

THE PROBLEM OF HOARDING AND INVESTMENT. 

Hoarding means the uneconomic habit of keeping 
gold or silver or even money away from its normal indus- 
trial or monetary use by means of accumulation. Un- 
sympathetic writers on Indian Economics have often 
accused Indians of possessing tliis uneconomic habit of 
hoarding in a large measure. They have stigmatised 
India as an unfaffiomable sink of precious metals, and this 
impression has been ,ver\' strong not only outside India 
but inside it also. The question of Indian hoards has also 
come before various committees and commissions appointed 
to investigate into currency, banking and financial prob- 
lems of India and their verdicts in tliis respect have 
differed. Some of them as tlie External Capital Committee 
cf 1924 and the Royal Commissibn on Indian Currency 
and Finance of 1926 have pronounced their judgment 
against India, whereas otliers as the Babington Smith 
Committee of 1920, and the Indian Central Banking 
Committee of 1930 have expressed a different vieiv. The 
follo.iving remarks of the Central Banking Committee on 
the subject are significant “We see no justification for 
tlie widespread behef tliat India has absorbed and still 
absorbs an undue proportion of woild’s gold supply and 
that the accumulated treasure of centuries has been lying 
in hoards. In the days when life and property -Were, 
not safe and ivhen banking facilities were not available, 
hoarding was ineHtable. Social and economic conditions 
also influenced the predilection of the people for the pre- 
cious metals. Circumstances have, however, altered 
materially, during recent years and tliere is little eUdence 
of hoarding of precious metals in these days apart from the 
use of ornaments.” ^Ve are led, therefore, to conclude 
that the existence of Indian hoards has been grossly ex- 
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aggeraled and tlic accusation loses much of its force when 
one is reminded of the facts that with one-fifth of tlie world’s 
population India’s pre-war annual consumption of world’s 
output of gold was only 20 per cent., that part of the gold 
absoibed by India is used for industrial and. domestic pur- 
poses, that it would be ■wrong to assume that gold and silver 
ornaments to tlicir full value should be regarded as hoards 
as part of them serves merely iJie purpose of personal 
adornment and tliercfore represents nothing -else but 
consumption of wealth, and last but not least that in an 
enormous, quantity exports of gold have taken place -from 
India after September, 1931, ivhen rupee was linked to 
sterling that went off the gold standard. 

But to deny the exaggerated emphasis laid on Indian 
hoards by prejudiced writers is not to deny their existence 
altogether. Hoarding to some extent docs exist and has 
existed in India, and theic have been various causes 
responsible for this. The principal cause was the in- 
security of life and property that resulted from outside 
invasions of the country in the middle ages, and the habit 
then contracted has continued up to the present to some 
extent.' The- Absence of a sound currency has also been a 
contributory cause, and the lack of proper banking facili- 
ties in the country has only aggravated the evil. Thus 
the problem of fighting the hoarding habit and encourag- 
ing the habit of thrift by creating facilities for investment 
is -a real problem that concerns the students of Indian 
banking to which we shall now give our attention.' 

To look at the problem basically, the amount of 
invekment that 'a country can make depends upon its' 
capacity to save, will to save and opportunity to save dr 
make investment. To develop the in-yestment habit 
among Indians and "to draw out the existing hoards, how- 
ever small or .large they may be,:it is necessary that •, a 
satisfactory solution of one or more of the above points is 
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arrived ot. So far as die question of augmenting the 
country’s capacity to save is concerned, all that need be 
pointed out at' tliis juncture is that it depends on the 
development of our economic life in all its many-sided 
aspects. Our present position in this respect is anything 
but satisfactory. ^Ve aie a poor people belonging, strange 
as it may seem, to a rich country. And so long as this 
anamoly remains unsolved, our capacity to save is bound 
to remain greatly limited as at present. Regarding tlic 
will to invest sa^dngs in productive enterprises rather 
than to keep them, locked in gold and silver, \ve have only 
to say that Indians suffer from no inherent prejudice in this 
respect. Given necessary opportunities and sound educa- 
tion bringing home to tlie people the advantages of tlirift 
and investment, Indians would prove to be as good inves- 
tors as'any other people in the world. The last point is' 
about developing the existing facilities of investment and 
creating new ones. In this connection tlie following 
suggestions would be found useful. As already remarked, 
post offices can do a lot in extending, the investment 
facilities in more than one way.* The establishment of 
National Savdngs Associations throughout the country, 
the introduction of home savings safes by these associations 
as 'Well as by joint-stock and co-operative banks, a sub- 
stantial increase in the use of cheques, the introduction of 
gold savings certificates as recommended by the Hilton 
Young Commission to be sold foi legal tender money, and 
redeemalile at the end of 3 or 5 yeais in gold or legal tender 
money at tlie option of die holders, or redeemable earlier at 
a discount only in legal tender miOney. The introduction of 
‘stridlian’ certificates for die use of women who should 
invest in them their ‘stridhan’ existing in form of ornaments 
and jeivellery, grant of increased facilities by banks regard- 
ing purchase, sale, and safe-custody of securities and 
collection of interest thereon by lowering their charges 


*See Ssetion relating to Post Office Savings Bank. 
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for all these services, the esatablishmcnt of invcstnlcrit 
banks to promote the sale of industrial- securities by 
examining their soundness and under-writing them to 
create public confidence in such securities, an increase in 
the number of stock exchanges. Where sale and purchase of 
securities would be conducted, extension of provident fund 
facilities, and formation of investment trusts on the lines 
of tlio^e started in England and U.S.A. which act as inter- 
mediaries between the primary investors and the borrow- 
ing industries and give adequate information about 
the latter as well as spiead out risks in various classes of 
investments far more effectively than the primary inves- 
tors can do— -these arc the various otlier methods that 
would prove helpful in extending the existing facilities for 
investment in the country and encouraging further and 
further the habit of thrift in the people. To popularise 
the use of cheques also it is necessary that Post Offices 
should permit their use in depositing and withdrawing 
money in and from the Savings Banks Accounts, Govern- 
meht and local authorities should make and receive pay- 
ments through them, in addition to English, important, 
Indian languages should be used in their connection, 
merchants and business men should also rriakc greater 
use of them in the course of their business, and delay 
in cashing them should be minimised by banks. The 
adoption of all thpse measures and extension of banking 
facilities in the interior of tire country would, thus, go 
a long way in sieving the investment problem in India. 
PRESENT WAR AND INDIAN BANKING. 

The- first effects of the breaking out of the present 
world war on the banking system of our country were dis- 
turbing. ' The people began to witlidraw their deposits 
from the banks induced by fears of ^vhat the war might 
bring, but soon the confidence was restored and the 
deposits began to return. There was no panic for some 
time but in May-June 1940 with the intensification of 
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hostilities and the fall of France, nerveousness among 
bank depositors was to sortie extent marked and tlie deposits 
registered a decline. The scheduled banks on the whole 
had no difficulty in meeting the witlrdrawals and the non- 
scheduled banks also as a whole withstood quite well the 
strain of these two months of May and June. The third 
occasion, when the banks rvere subjected to a certain 
amount of withdrawals was when Japan entered the wai 
m tlie east, but as on die previous two occasions, this time 
also the disturbance was not permanent and with the 
gradual return of confidence deposits resumed their up- 
ward trend. 

Leaving aside these periods of short-lived uneasiness, 
on the whole, however, the banking system of our country 
has demonstrated signs of great vitality and been generally 
strengthened by the war. The follow'ing features in the 
banking organisation of the country during the w-ar period 
deserve special mention. 

Firstly, the deposits of the banks have shown a 
contiguous upw'ard trend. The following comparative 
figures W'ould make the point more clear. On 1st Sep- 
tember, 1939 the demand liabilities of Scheduled Banks 
w'ere about 134 crores of rupees w'hich on 2nd Feb., 1945 
stood at the high figure of about 612 crores. The corres- 
ponding figures for time liabilities have been 102 crores 
of rupees and 214 crores of rupees respectively. This 
shows that rise has been m'iich greater in case of demand 
. liabilities than of tim.e liabilities. This can be accounted 
, for by people’s preference to keep their resources liquid 
in rmcertain times of war. These conclusions are also 
confirmed by tlie following figures published in the monthly 
bulletin of the League of Nations. Taking July, 1939 
as the base year (100) tlie sight deposits have reached the 
figure of 260 w'hereas total deposits of 194 only. The 
comparatively low'cr rise of time deposits explains the 
lotver- figure- of total deposits. This rise in the banks’ 
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deposits is the result of growing inflation in. the country 
necessitated by exigencies of war finance and increased 
wire prices. , 

The second feature of our war-period banking lias 
been the strengthening of cash position of tlic banks in 
the country. At the close of Marcli, 1939 the percentage 
of the cash in hand of the scheduled banks and their 
balances with the Reserve Bank to their total demand and 
time liabilities amounted to 9.41 at the end of Mai eh, 
1940. At the end of June, 1940 the percentage ro.se to 
12.4 and of June, 1941 to 13.79 and on 26th June, 1942 
the percentage was 20.70. It again carhc down to 12 in 1945. 

Similarly the clearing house returns also have shown 
great increase. The figui'c for 1938-39 was Rs. 1,975 
crorcs which in 1942-43 rose to 2,773. crorcs of rupcc.s. 
This should be regarded as another ivelcome sign of the 
War on our banking. 

Coming to the money conditions prevailing in the 
money market, we find that unlike the war of 1914-18, 
the present war has not produced tight money and a 
high bank rate. The Reserve Bank of India rate has all 
along continued unchanged at 3 per cent. The large 
amount of currency expansion in the country has been 
an important cause of easy money in the country. 

Lastly we have to mention tlic expansion of bank-, 
ing that has taken place in the country as a result of the 
opening of a large number of banking concerns in the country 
as well as of the starting of new branches by the already - 
existing banks. Some of the well-known banking* concerns’ 
started d.uring this period are those promoted by the 
Indian, financiers. The ■ Bharat Bank Ltd., the United 
Commercial Bank Ltd.; the Hindustan Commercial ■' 
Bank, the Jg^ipur Bank,; the ' Standard Bank,’ the Bank of ' 
Jodhpur, the Bank of Bikaner, the Rajasthan Bank, and 
Hind Bank are some of the well-known floatations- of the war' 
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period that deserve special’ mention. There are at present 
nearly 2, SCO bank branches in India. 

INSTITUTE OF BANKERS FOR INDIA. ' 

The dissemination of sound banking knowledge 
in the country is one of the essentials required for the . 
future development of banking in India; It was with 
this objective in view that in April, 1928, an institution 
^ under the name of Institute of Bankers for India was 
established under the Indian Companies Act. The 
objects ■ of the Institute have been described as under 
(i) to support and protect the character, status, and 
interests of persons engaged in or connected with the 
business of banking generally and specially in India, and 
consider all questions aflecting them; (ii) to encourage 
the study of the theory of banking and to institute exami- 
nations for that purpose; (m) to spread information oh 
banking and other kindred' subjects by means of lectures, 
discussions, periodicals, books, correspondence with public 
bodies or individuals etc.; (iv) (o collect and circulate 
statistics and other in formation relating to die subject of 
banking in India.* The Institute has started examina- 
tions in banking and conducts a journal also. Facilities 
for' the study of banking are at present confined to tlic 
•cities of Bombay and Calcutta only and need further 
expansion. On the whole, the progress of die Institute 
and extension of its work is bound to prove helpful for the 
banking growth in the country. 

INDIAN MONEY MARKET— A CRITICISM. 

In the foregoing pages we have surveyed the present 
position of the different constituents of the Indian money 
market and have suggested die improvements that shoulo 
be made in them in. future. shall now attempt- to 
make a critical estimate of the whole situation by way of 
summing up the e.xisting state of our money market. 

*At. Jathar and fieri : Indian Economics, Chapter X. 
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The efficiency or otherwise of a money market of 
any country is to be determined by the twofold point of, 
view of a co-ordinated and well-knit organisation on the 
one hand and adequacy of funds to meet tire varied re- 
quirements of the country’s economic life on the other. 
And it is from these points of view that we shall judge the 
Indian money market also. 

Before the coming of the Reserve Bank of India in^ 
1934, the 'Banking system in the land had no co-ordinating 
agency in the field of national currency ' and banking. 
The Reserve Bank of India has removed this great de- 
ficiency from which India suffered for long. The healtliy 
effect of this development is already visible in a number 
of respects. For example, before the Reserve Bank was 
established, there existed great seasonal differences in 
interest rates in the country. The position has of recent 
years greatly improved in this respect. Still divergences 
in interest rates between different localities have not been 
eliminated yet. This shows that co-ordination between 
different, banking institutions is not complete. .-That it 
is a fact, is supported in other ways also. The Reserve 
Bank has so far, as already noticed, pot succeeded in 
solving the most fundamental problem, in this connection, 
that is the problem of linking the indigenous system of* 
banking to the modern one. The contact between the 
co-operative banks and the commercial banks as well as the 
Reserve Bank also leaves much to be desired at present. 
Hence we must admit that the Indian money market is 
even now not a fully, co-ordinated system. ' 

; Then so far as the varied needs of our economic life 
for credit are concerned, they , are also not fully and 
satisfactorily served. The defective system of rural 
credit, the faulty and deficient system of industrial 
finance, and the undeveloped credit to meet the require- 
ments of the country- artisan are a few glaring examples 
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in the matter. Thus there is much room foi sound 
banking expansion in tire country specially in certain 
special spheres. The undeveloped cheque habit is to 
an extent an index of our undeveloped banking. 

Anotlrer feature of the Indian money market is its 
domination by the Government and the foreign banking 
concerns as in the financing of the country’s foreign trade. 
National control over the country’s banking system iri 
the larger interests of the masses is an urgent necesssity 
and a comprehensive banking legislation is tire need of 
the hour to direct and control the future expansion of 
banking in tire country on somrd and healthy Imes. 

' These are then the chief features of the money 
market in India that cannot escape the attention of any 
student in the subject, and in order to have a well-developed 
money market on modem and scientific lines it is necessary 
that the aforesaid unsatisfactory features must be remedied. 



CHAPTER XXVli. 

PUBLIC FINANCE. 

In a study of the economic conditions of a country, 
the importance of Public Finance cannot be over-stated. 
Public finance, concerned with the finaircial position of 
the Government, is a reflW-tion of the country’s general 
economic condition- and it is in this light that we have to 
approach it.' The problem has to be viewed from the 
standpoint of public revenue, public expenditure, and 
public debt not only of the Central Government but of 
Provincial and Local Governments also. Anotlier equally 
important aspect of the question is regarding the financial 
relations, between <the centrp and the Provinces which also 
deserves necessary attention. It is our purpose to make 
a study of India’s public finance from all these points of 
view in the following pages. 

Revenues of the -Central Government : — The 

Revenues of the Central Government may be classified 
under the following two broad headings ; (i) Tax Revenue 
and (u) Non-Tax Revenue. Tax-revenue may be furtlier 
subdivided into direct taxes consisting of Jnj:ome-tax^ 
and corporation tax, ,and indirect taxes consisting of cus-' 
toms, central, excise duties,- salt and other taxes. Non- 
tax revenue consists of revenues from Public monopolies 
like opium, commercial services like Railways, Irrigation,. 
Posts and Telegraphs and cqttain Miscellaneous receipts 
from a number of sources as payments from. Indian states, 
departmental receipts, and iilterest on loans given to local 
bodies. Provincial Governments, and Indian States.* 
We shall no.w discuss a bit in detail' some of the more 
important items, of the revenue of the Central Government 

*See Table A at the end of the Chapter for the budget of the Central 
Government for 1942-43. 
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and their relative significance in the scheme of Indian 
Public/I^inaiices. 


X^ustoms:— A glance at Table A would show that 
revenue derived from diis source fonns the largest single 
item on the revenue side and accounts for more than one- 
fiftlis of the tctal revenue. The customs revenue com- 
prises tlie two well-knowm duties on .imports as well as 
■ exports. A historical review of this item leads us to the 
-conclusion that it has undergone a progressive rise on the 
whole tliough in recent yeais beginning with 1930-31 of 
.the Trade depression a reaction has set in. 


Of the two items of import and export duties, the 
first one has been the more important. Before the war 
of 1914-18 there existed a general ad valorem duty of 5% 
on all imports, with certain exceptions, under the Indian 
Tariff Act of 1894. The coming of the ^var necessitated 
large funds, to meet ^vhich die general import duty was 
raised to 7i% in 1916-7; to 11% in 1921-2; and to 15% 
in 1922-3. There were also special duties, higher or lower 
than the general rate, on certain goods. Under the policy 
of discriminating protection adopted in 1923 and, after- 
wards, under the pressure of world-trade depression, 
import duties w'ere increased^ in many cases to provide 
protection to the home industry in the fiist case and addi- 
tional revenue in the second. But die results of these 
hea \7 increases were not altogether satisfactory and were 
reflected in the decline of the imports of manufactured 
consumption goods and die increase of the imports of 
capital goods and raw materials. The replacement of 
consumer’s goods by imports of machinery and plants 
was not equally productive not merely because of reduced 
import values, but of lower duties also. In the period 
between 1937-38 to 1942-43, the yield from import duties 
has progressively fallen not merely in amount but in its 
proportion to die Central tax revenue from 47.8 per cent, 
in 1937-38 to 19.2 per cent, in die budget for 1943-44. 

55 
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The effect of the present war on revenue from import 
duties has been great. The decline has been much' more 
marked in case of protective duties than of revenue duties. 
In 1937-38 the revenue duties yielded an income of nearly 
33 crores but in the budget of 1943-44 it has been estimated 
at about 29 crores only. However, we find that wheieas 
in 1937-8 the protective duties yielded an income of about 
9 crores, in 1943-44 the income from this source has been 
budgeted at the low figure of 55 laklis only. The most 
important items to record decline arc all varieties of cotton 
fabrics, both of British and non-British manufacture, 
artificial silk fabrics, silk-fabrics, and raw-silk. 

Coming to the export duties now. Until 1860 
e.xport duty generally at the late of 3% ad volorem was 
levied practically on all exports. Thereafter a consistent 
policy of abolition was pursued and in 1880 there existed 
an export duty on rice alone. In 1903 an export duty 
(a cess) on tea was also levied the proceeds of which arc 
handed over to the Indian Tea Association. In 1935 the 
rate of the cess was increased from 8 annas per 100 lbs. 
to 12 annas per 100 lbs. in April, 1935. In lOlG-U 
export duties on tea and jute were levied, the former 
however, (different from the cess levied in 1903) was abo- 
lished in 1927-8. In 1919 export duty was imposed on 
raw hides and skins also but even this w'as subsequently 
removed. Thus export duties on jute and rice only con- 
tinue. The rates of duty have of course undergone some 
changes since their first imposition. Under the Agri- 
cultural Produce Cess Act of 1940 an export cess at the 
rate of J per cent, ad valorem is levied on certain specified 
articles (such as bones, butter, wheat, seeds, skins, tobacco, 
raw wool etc.) which were not already subject to an export' 
duty or cess with a view to help the Imperial Council of 
Agricultural Research financially. In the end wc have 
to remember that the share of the export duties in the 
total yield from- customs has never been very great and 
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in the period after 1937-38 its yield has furdier declined 
from Rs. 443.67 lakhs in 1937-38 to Rs. 257 lakhs in 
1943-44 budget. 

The above rtvie'w of the import and export duties 
clearly brings us to die conclusion that customs receipts 
have shown a tendency to decline recently. In 1937-8 the 
revenue from diis source was 43 crores but in the budget 
of 1943-44 it has been estimated at 30 crores only. This 
tendency towards a fall should be looked upon more or 
less as a permanent tendency. Because, as the country 
ivould proceed further and further in die scheme of indus- 
trialization and it should do so in future, and as our 
protective duties would become more and more effective, 
the yield from customs, must decline. Thus it ivould not 
be wrong to conclude that customs duties have suffered 
a permanent decline in importance. 

Excise Another important source of central 
revenue is excise. It js .a tax leined on home production 
just as customs duty is a tax on imports and exports. The 
fall in the customs revenue which the Central Govern- 
ment has suffered is to an extent made up by imposing 
excise duties. In its nature die tax like the customs duty 
is regressive as it falls on consumers. 

The first excise duty to be levied by the Central 
Government ivas the much haled cotton excise duty 
ivhich was levied in 1896 at 3i per cent, ai valorem in order 
to please the British textile interests ivliich resented the 
imposition of a customs duty on British piece-goods imports 
into India. The duty ivas suspended in November, 1925 
and was finally abolished on 1st April, 1926, 

The other import^excise duty is that on sugar. 
It was first imposed in 1934 at the rate of 10 annas per cwt. 
on khandsari sugar and Re. 1-5-0 per cwt. on other dian 
kliandsari. In 1937 the duty was raised in the first case 
to Re. 1-5-0 per cwt, and to Rs. 2 per cwt in the second. 
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The duty on khandsari sugar was lowered to Re.d per 
cwt. To meet the requirements of war finance, the 
Finance Act of 1940 raised the sugar excise on other than 
khandsari sugar from Rs. 2 per cwt. to Rs. 3 per cwt. 
The imposition of the excise was very much opposed 
when it w'as first levied in 1934 as a handicap to home, 
industry. The governments’ viewpoint was that sugar.- 
industry was in the danger of suffering from' over-produc- - 
tion. Besides this, the levying of a 25% surciSarge on alh 
import duties by 1931 Act meant more thair necessary 
protection to the industry which should be counteracted, 
by excise duty. 

The excise duty on match was also first levied in 
1934* to make up loss of revenue, its special purposa being 
to help tlie province of Bengal which was given half the 
proceeds of the jute export duty and the corresponding 
loss to the Central Government was thus to be made up- 
by the match excise duty. This raised great criticism 
from other provinces. In March 1941 the excise duty 
on matches was doubled to meet the heavy deficit in, the 
Central Government’s budget. 

Besides the above two important sources of excise 
revenue, there are a few others also as kerosene, motor 
spirit and silver. A new excise duty of 10 per cent, ad 
valorem was levied on pneumatic tyres and tubes manufac- 
tured in India in 1941-42. 

* ' 

The yield from this source of revenue is dependent 
on the volume of internal production and the growth 
of domestic industries and the replacement of imports 
will make the excise duty an increasingly important item 
of central revenue in future. ■ 

v/ Income-tax It also constitutes an important 
and growing source of revenue for the Central Government. 

*Re. I per gross of boxes if the average number was 40 or less; Re. 1-8-0 
if the average number was more thn.4Q and less than 60; and Rs. 2 if the 
. average number was more than 60. 


chapter xxvii 


437 


It was in 1886 that for the first time an All-India Income-tax 
Act was passed under which all sources of non-agricultural 
income were taxed. The tax-system under the Act was 
not at all progressive- and, therefore, the rich people paid 
much less than their due share of the tax burden. There 
were, however, certain increases in the tax during and 
after the last %vorld-war which brought about an increased 
yield from this source. The depression that follo^ved in 
the years 1922 and after, affected the income-tax yield 
adversely. There ^vas a slight improvement thereafter 
as a result of the substantial increases in the rates of income 
and super-tax in the years 1930 and 1931. But the 
improvement was not commensurate N\-ith the increases 
in the tax including the surcharges, because of tire world- ’ 
wide economic depression tlrat had its inevitable reper- 
cussions on Indian economy also. Separation of Burma 
meant a furtlier loss. 

An important event in the history of Income-tax 
in India was the passage of the Income-tax (Amendment) 
Act of 1939. , It was tire result of the recommendations of 
a Committee consisting of two British Experts and one 
of the Senior Income-tax Commissioners, that rvas 
appointed by the Government of India to conduct a 
comprehensive • review of the Indian tax system and 
administration in India. An important feature of this 
Act was tire adoption of the ‘slab’ system in place cf the 
former ‘step’ system. Under the ‘slab’ system progressive 
rates are charged to successive slices of income whereas 
under tire second system tax is charged at the same rate 
on the rvhole income. Slab system is thus more progressive. 
Improvements in certain other directions rverc also made. 
In 1939 the surcharges that were imposed in 1931 were 
abolished. 

The present war has been responsible for some 
further changes in tire Income-tax rates. An Excess 
Profits Tax was first levied in 1940 rvhich has been increased 
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since then and at present stands at 96.4 per cent. The 
tax is to be levied on all abnormal war profits, above a 
taxable minimum of Rs. 30,000 earned since 1st September, 
1939, on the basis of a standard year ivhich might be, at 
tire asscssee’s option, any financial year between 1935-6 
and 1939-40. The business community has Irccn opposed 
to this tax. The justification of the tax, however, is that 
jj;,falls on those who benefit as a result of war production. 
Under the Supplementary Finance Act of November, 
1940 a levy of 25 per cent, surcharge on all taxes on 
income including the corporation tax and the super-tax 
was made for Central purposes. The surcharge has been 
increased since then and in the budget of 1942-43 was 
raised to roughly 50%. 

Under the Act of 1935, Income-tax has been con- 
verted into a divided head of revenue. It was in the year 
1937-8 that the provinces got a share in the Income-tax 
for the first time. The share of the provinces in the Income- 
tax was placed at Rs. 739 lakhs for tlic current year and 
Rs. 837 lakhs in the following year by the Finance Mem- 
ber while presenting the budget for 1942-43. 

Exemption of agricultural incomes from income- 
tax has been a bone of much contention. In the opinion 
of the authors, it is a necessary reform in the Income-tax 
system of -the country which is over-due. The rate will 

I 

have to be fixed by the Central Government and the 
machinery of collection and administration would also be 
central but yield could legitimately go to the provinces 
where it was collected. Under the 1935 Act the provinces 
have the power to impose a tax on agiicultural incomes, 
Bihar, Sind and Assam have passed such Acts. 

Another necessary improvement in the income-tax 
system is regarding the granting of abatements of income- 
itSk by way of family allowances. 
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The Income-tax revenue- ^including Corporation 
Tax and E.P.T.) has registered an appreciable increase 
specially after the ^var 5 rising from 14.58 crores of rupees 
in 1937-8 to 89.90 crores in the budget estimates of 1943-44*. 
After the war ^vith tire abolition of surcharges and E.P.T., 
some reduction on these accounts is bound to take place. 
But on the whole tlie importance of income-tax revenue 
Avould show any expansion or not would largely depend upon 
the economic conditions that prevail in tire post-war era. 

Corporation tax: — It is anotlier item of direct 
tax which rmlike income-tax exclusively belongs to the 
Federal or Central Government. Under tire Act of 
1935, taxes„onJ:he_income.and capital. of companies, called 
corporation tax, have 13000 detached from income-tax, 
rvhich thus form a separate item on the revenue side of the 
Central Government. Tire yield from corporation tax 
has also registered a substantial increase, in 1937-8 it 
being 1.88 crores of rupees and in 1940-1 tire budget 
estimate rising to 5.30 crores.f 

/•/ Salt-tax Revenue derived from salt has been a 
source of government income in this countr)" for centuries. 
Tire British government has inherited it from its prede- 
cessors. Before 1882 the rate of tire duty varied from 
province to province, in which year it was made uniform 
for the whole of India at Rs. 2 per maund. Since tlren 
the rate has ruried between Re. 1 and Rs. 2-8-0 per maund 
according to the requirements of tire government. The 
present rate of duty is Re. 1-9-0 per maund with an addi- 
tional import duty' of one anna a maund. There arc 
trvo different methods of Icty'ing the duty on salt produced 
hr India. (:) The government either manufacture the 
salt or obtain a monopoly of the supply requiring private 
manufacturer to sell it only to tire gor'crnment. It is 

*Set Eastern Economist, July 9, 1943. 
fjathar and Beri. Vol. II. 
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tlien sold by the government on payhient of the duty.- 
{ii) Secondly, as in Madras the government levy an 
excise duty and allow the manufacturer to sell the salt, 
to private traders or consumers. Government factories 
are in some cases leased to private individuals who manu- 
facture and dispose of salt under a license from the gov-- 
ernment.* 

Salt duty ha^been an object of much adverse criticism’ 
by the nationalist opinion in the country on the clear 
ground that it falls on the poor consumer. There should be 
no hesitation in suggesting that an article of such a common 
necessity should not be taxed and the aim of India’s fiscal' 
policy should be to abolish the existing salt-tax as early as 
possible. Even so long as it continlies, the rate of the duty 
must be kept at its minimum. How much the nationalist 
opinion in the country has been resenting the salt-duty, 
should be clear from the fact that that great leader of Indian 
nation, Mahatma Gandhi, in 1930 selected salt-duty as 
the first item in his civil disobedience campaign. 

Opium: — It is an item of Central revenue winch 
has greatly diminished in importance during the last few 
decades. In 1907 the Government of India under pressure 
from the British government entered into an agreement 
with China under which sales of opium on government 
account for export to China were stopped since 1914.. 
This w’as responsible for much loss of revenue and was- 
resented in the Country as a case of forced righteousness.. 
Till the end of 1935, the revenue from opium was derived 
from the following sources ; (i) The monopoly profits of 
the sale of opium manufactured in government factories, 
and intended for export to foreign countries, (m) Income- 
from the export duty levied on the purchase of opium' 
sent out from the Indian States of Rajputana and Central 
India. {Hi) Profits of monopoly in the form of license 


*Jathar and Beri. Vol. II. Chapter XI, § 13. 
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fees or vendor’s fees derived from the internal consump- 
tion of opium in British India. The last item \s’as shown 
under excise, and the first two under ‘opium’ proper. As 
under the instructions of tire League of Nations, all exports 
of opium from India have ceased since the end of the year 
1935, there is now no revenue from exports of provision 
opium. Hence, tire receipts are now confined to opium 
sold for internal consumption in the covmtry which is 
also strictly regulated. Still the consumption is quite 
large according to the standard laid down by the League 
of Nations. Attempt to check tlris consumption in the 
country is desirable. 

Revenue from Commercial undertakings 

Railways, Posts and Telegraphs and Irrigation come under 
this category. Out of these three. Railway is the most 
important item. After 1924, the Railway budget has been 
separated from the General budget. However, on a fixed 
basis Railways make a contribution to the general 
revenues which is a first charge on tlieir net receipts. 
During the years of economic depression, the railways 
suffered a loss and could not pay any contribution to the 
general revenues, and tire accumulated arrears on this 
accoimt amounted to 30.74 crores of rupees bebveen 
1931-2 to 1936-7. After the year 1936-7 the position of 
the railways began to improve and the coming of the war 
has helped this improvement a good deal. Thus it has 
been possible fer the railways to resume their contribution 
to general revenues, though the heav>' liability piled up 
during depression years remains mostly undischarged. 
This contribution to general revenues has been growing 
as a result of increased railway earnings because of increased 
rates and fares as well as increased war traffic, and also 
more recently due to the suspension of the railway con- 
vention enabling an ad hoc allocation of surpluses.* 

’Eastern Economist: article on ‘Changes in Central Re\-enue’, ’Gth 
luly, 1943. 



442 


PUBLIC FINANCE 


Posts and Telegraphs arc responsible for a further 
source of central revenue whicli has registered substantial 
increase in recent years, from about a crorc in 1934-35 
to about 5 crorcs in the budget estimates of 1942-43. 
Increases in rates arc responsible for this a good deal. 
Here it must be pointed out that Posts and Telegraphs 
partake more of the nature of a public utility service than 
a profit-earning commercial concern. Hence to make 
an attempt to convert it into the latter is wrong. Tlic 
Central Government has neglected this view-point in the 
administration of Posts and Telegraphs, is a charge that 
can be sincerely levied at their doors. 

What is true of Posts and Telegraphs is also true 
about irrigation. The poverty of the Indian agricul- 
turist prevents him from making proper use of water for 
irrigation if he is called upon to pay a high charge for the 
same. Hence, irrigation should not be looked upon as 
any important revenue-yielding head for the Central 
Government. 

Other items ; — Besides tlic items already discussed 
these arc a few others also, like debt-services, currency and 
mint, civil administration and Defence services etc. of 
their revenue. Thus currency and unit represent the 
Central Government’s share in the profits of the Reserve 
Bank and the profits of coinage, and Debt-services re- 
present receipts of interests on loans granted by the 
Government. Recently a duty on tobacco has also been 
levied. 

Revenues of the Provincial Government : — 

So far we confined our attention' to the revenue items of 
the Central Government. We shall now examine the 
dififerent sources from which the Provinces get their income. 

Land Revenue This is a very important source 
of provincial revenue. We have already discussed the 
problem of land-rcyenue in India under a separate chap- 



CHAPTER XXVII 


443 


ter. The total revenue derived from this item in the year 
1939-40 of all the Provinces put together amounted to 
Rs. 27.25 crores. 

Excise; — The revenue under this head is derived 
from the manufacture and sale . of intoxicating liquors, 
hemp, drugs, opium and so on. The greater part of the 
revenue is attributable to country liquors only. The 
revenue is realised in the form of a duty on manufacture 
and fees for sale licenses. The revenue from this source 
has shown a constant increase. It was 1.5 crores in 1861 
and had risen to 13.1 crores (net) in 1937.* During 
recent years the world-depression and the introduction 
of prohibition in Congress Provinces affected the revenue 
from tliis source adversely. This rise in the excise revenue 
has alarmed the public opinion in the country a good deal 
as it was interpreted to mean an increased consumption 
of liquor. It must not be forgotten, as claimed by the 
Government side, that stricter control increased rates, and 
expansion of population have also had their share in the 
increased revenue. So far as checking the consumption , 
of liquor is concerned some effort or other has been made 
in different provinces since the 1921 reforms. The methods 
followed in this regard have differed. Raising the price 
of liquor, reducing the number of shops, lowering the limits 
of possession, curtailing the hours of sale and reducing the 
strength of the drinks supplied have been some of the ways 
followed by the Government. With tlie coming of the Cong- 
ress ministries in power under the new constitution, pro- 
hibition was also introduced in certain specified areas of the 
different provinces. But their resignation has interrupted 
the work and in. some cases under the autocratic rule of the 
Govemois the work of the Congress ministries has been 
undone. Reduction of drinking habit is undoubtedly 
very useful both from health as well as economic point 
of view of the public. It i.s also a fact that nothing would 
*FcderaI Finance in India : F. J. Thomas, Table 5. 
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be possible unless an. active and bold policy is adopted 
by the Government and initiative is taken by them in the 
matter. But the success of Governments’ mcasuics ulti- 
mately will depend not upon their severity but upon the 
extent to which those measures have actually been helpful 
in changing the people’s mentality. Internal reform is 
what is actually required, though suppression of the 
evil by the Government is also bound to help it. But 
the program of suppression must be well-devised and 
practicable. 

Stamps !— Revenue from stamps is of two kinds, 
judicial and commercial. The former is realised by the 
sale of judicial stamps by courts to be affixed on plaint 
and other court documents. The latter represents duties 
on commercial transactions recorded in writing, such as 
conveyances as to the transfer of property, lands, bills of 
exchange and so forth. In 1939-40 the total revenue 
from this source amounted to Rs. 10.14 crores. 

Registration :~Revenu6 under tliis head is got 
by registration fees charged on the documents registerca 
according to their value. In case of certain documents 
registration is compulsory. Documents relating to gifts 
and transactions in immovable property are examples of 
this kind. In other cases it is. optional. The total revenue 
from this source is small, Rs. 1’8 crores was the figure 
for 1939-40. 

Scheduled Taxes -These are taxes which under 
the Reforms of 1921 the Provinces were empowered to 
impose. Under the riew constitution, however, they are 
included in the Provincial Legislative List. The Pro- 
vinces did not make much use of these taxes either because 
they were not very paying or for ether reasons. But in 
some provinces as Bengal, Bombay, Madras, the United 
Provinces, Assam etc., betting and amusement taxes have 
been imposed. Their yield is, however, not very large. 
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Forests; — The forest revenue is derived from the 
sale of timber and other forest produce and by fees for 
grazing or cutting wood. The Forest Department is a 
commercial department and it can be a good source of 
revenue to the Pro\'incial Governments which it is not at 
present, if better exploitation and utilization of forest 
resources are made possible. This would entail a large 
initial expenditure no doubt, but in the long run it w'ould 
be foimd profitable. A proper co-ordination between 
forest research and commercial exploitation of forest pro- 
duce is very necessary. The world-depression adversely 
affected the net revenue from the forests which fell from 
Rs. 2|- crores per year to Rs. 70.90 lakhs only in 1933-4. 
But during war it has again gone up. 

So far we have reviewed cnly the old sources of 
revenue rvhich the Provinces had before 1937. The 
inauguration of the Provincial autonomy under tire new 
constitution, however, have given them a few’ new sources 
of revenue which rve shall discuss in tire following pages. 

Share of' customs The bad financial position 
of the province of Bengal forced the Central Government 
to give her a share in the jute export duty at 50% even 
before the advent of the new constitution from 1934-35. 
The other jute grow’ing provinces like Biliar, Assam, and 
Orissa also benefited by this measure. Under the recom- 
mendation of Sir Otto Niemeyer the percentage of the 
share has been raised to 62i- from 50. 

Share of Income-tax: — ^Undcr the new constitu- 
tion the Provinces are entitled to a share in the General 
Income-tax collected by the centre as w'e have already 
^ referred while discussing Income-tax as the central head 
of revenue. Besides, the Prowncial Governments have 
also the right to impose, vmder the new constitution. Agri- 
cultural Income-tax. Bihar and Assam have already imposed 
such taxes. It would be a welcome addition to the Pro- 
vmcial revenues. 
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Sales Tax : — It is a recent development in the tax 
systems of the countries of the world which has become 
very popular. It is a levy imposed upon commodities or 
services and confined to internal transactions only. Thus 
it is an indirect tax. The difference between an Excise 
and a Sales Tax is that the form.er is a tax to be paid by 
the manufacturer or producer on the issue of the excisable 
article from the place of manufacture or production, while 
the latter can be imposed at any stage between production 
to consumption, on producers, rvKolesalcrs, and retailers. 
There are generally tlirec kinds of Sales Tax {i) General 
Sales or Turnover Tax — It is applicable to sales by pro- 
ducers, whole-salers and retailers, [ii) Retail Sales Tax — 
It is to be paid by retailers only. {Hi) Selective Sales Tax 
— It is a tax on selected commodities only. 

Under the new constitution several provinces have 
resorted to this kind of tax. A general sales tax has been 
levied by the Madras Government since 1939, and by the 
Bengal Government since 1941, Different provinces 
have also imposed selective sales taxes on a number of 
commodities. They are motor spirit arid lubricants, 
tobacco, electricity, cloth, silk yarn, silk and artificial silk, 
motor cars, motor cycles and radio or wireless sets. 

Employment Tax;— Some of the. provinces have 
levied taxes on employment, trade or calling. The Cen- 
tral Provinces was the first to take a step in this direction 
and since 1937-38 a tax at the rate ofRs. 28 per annum 
is levied on all the persons paying income-tax. A similar 
tax has been imposed in Bengal also since 1939. The 
U.P. Employment tax proposed in 1939 was responsible 
for a lot of controversy. The tax was restricted to salaried 
persons only with a few exceptions, ' It did not apply to 
professional persons and business men. The assessees 
are divided into a number of groups, and each group has 
to pay a flat rate of tax. Salaries below Rs. 2,500 per 
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annum are exempted. Subsequently the Government of 
India Act was modified so as to limit the payment on 
account of an Employment tax by any individual to a 
maximum of Rs. 50 per annum. The U.P. Employment 
Tax was adjusted to this maximum. The Bengal Govern- 
ment has also levied an employment tax at the ungraduated 
rate of Rs. 30 per annum on all trades, professions, callings, 
and employments, the tax being payable by those who 
pay income-tax. 

Property Tax — A tax on immovable property 
has been imposed in the two cities of Bombay' and Ahmed- 
abad since 1939 at a rate of 10 per cent, of the rental 
value. Properties yielding less than Rs. 2,000 per annum 
as rental in Bombay have to pay' 'at the rate of 5 per cent, 
only. In the Punjab also a property' tax has been intro- 
duced. 

Miscellaneous Taxes :~Under this heading comes 
the tax levied in Bombay at the rate of 12i per cent, on 
prize competitions. A tax on aerated waters imposed in 
N.-W.F.P. is another example. There also exists a cess 
at the rate of half an anna per maund on the sugar-cane 
consumed in factories in the U.P. and Bihar since 1938-39. 

These new taxes have been imposed by the Prot'incial 
Governments in order to make up tlie loss resulting from 
certain old taxes that weie drying up (e.g. excise) and 
to meet the growing demand for nation-building expen- 
diture. The taxes, however, have met a lot of criticism 
either on the ground that they are regressive in nature 
as in case of Sales Taxes or that they involve double taxa- 
tion as in case of Employment Taxes. The main argument 
in favour of Sales Tax has, however, been its producti%'ity'. 
It is also important to remember that the problem of fur- 
nishing the pro\'inces rvith sufficient resources incom- 
mensurate with the heavy social responsibilities which have 
devolved upon them still remains unsolved. Taxation 
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of agricultural incomes, which so far exists in the two 
provinces of Assam and Bihar only, would certainly be of 
help in this connection and other provinces also should 
resort to ' it. 

Public Expenditure in India Having con- 
sidered the sources of revenue both of the Central and the 
Provincial Governments, it remains for us to examine the 
problem of public expenditure in India. In the very 
beginning we must emphasise the fact that it is the character 
and amount of public expenditure which in fact makes 
the fiscal system of a country good or bad. Mere revenue 
side can throw no light. Hence examination 'of public 
expenditure is highly important. 

Growth of Public Expenditure The first point 
that strikes in tliis connection is the growth in the amount 
of public expenditure in India. The total expenditure 
of the Central and Provincial Governments in 1858-59 
was about 50 crores only. It rose to 124 crores in 1913-14. 
The exigencies of the war of 1914-18 resulted in further 
mounting up and m 1921-22 the figure was about 222 
crores. There was a decline in 1922-23 after which it 
again rose and reached the figure of about 230 crores in 
1930-31. The years of Trade Depression showed some 
decline but the present war has again given a great fillip. 
The Budget estimate of the expenditure of the Central 
Government only for the year 1942-43 w'as put at the figure 
of about Rs. 226 crores to which about 90 crores must be 
added on account of total provincial expenditure to give a 
complete picture of the country’s public expenditures as 
a whole. In this connection it is significant to note that 
the rise in the provincial expenditure since the separation 
of provincial finance after the 1921 reforms has not been 
very considerable. In 1921 it was 79 crores whereas in 
1940-41 the figure for total expenditure stood at 91 crores 
or about, by no > means tlie highest figure in the period 
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after 1921. Thus the great rise in the public expenditure 
in India is attributable to the expenses of tlie Central 
Government generally, which is not responsible for nation 
building departments and social welfare as the provinces 
are. 

Heavy Defence ^penditure The fact that provin- 
cial expenditure has been non-expensive in comparison 
to tlie Central expenditure hides the real sting so 
far as the criticism of public expenditure in- India goes. 
We have spent increasingly large amounts on defence and 
m'il administration of the country not because the real 
interests of the masses so demanded but because the 
exigencies of the Imperialist interests compelled us to do 
so. The military expenditure in 1913-14 was near about 
Rs. 31 crores, and it rose to 67 crores in 1920-1. 
Thereafter, it was reduced and it was stabilized at about 
Rs. 55 crores (net) in 1928-29 for four years. It 
was further reduced later on and dropped dotvn to about 
45 crores in 1938-9 which was the result of a number 
of factors as fall in prices, icvision of pay to British soldiers, 
postponement of equipment programme etc. But the 
present war has sent up the military expenditure again to 
extraordinaiy heights, the estimate for the year 1942-3 
being about Rs. 133 crores (net). There is no gain-saying 
the. fact that a poor 'country like India cannot afford to 
spend such a huge amount on defence, ^vhich needs to be 
reduced. Indianization of the army at a greater speed 
than at present, reduction of the size of the army, and the 
introduction of a short military service under the voluntary' 
system aic some of the ways that have been suggested to 
achieve the above object. 

Expenditure on Civil administration: — Anotlier 
standing complaint in regard to public expenditure in 
India has been its top-heavy civil administration. It 
is a fact too well kno^m to mention that the Government 
officials in India arc paid *luch high salaries and allowances 

37 
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as neither have any parallel in any other country of the 
world nor the poverty of the country can in any case justify 
them. Great economy in this respect is urgently clemanclcd. 
T]ic Congress ministries certainly placed a .noble example 
before the country in this connection by imposing a self- 
denying ordinance upon themselves and accep.ting only 
Rs. 500 per month as their salary. Greater Indianization 
of services, a higher sense of public welfare and service "in 
the administration, and a greater regard /or the proper 
use of public funds only can improve the situation in this 
matter. 

Expenditure on Social Services t— Whereas we 
have spent unproportionately large amounts on what have 
been called security services, the .public expenditure in 
qvir, . country - on social services like education, , medical 
relief, public health, agriculture, veterinary departments, 
co-op eration.. and industries -has been much -less than pro- 
portionate. It. would not be wrong to say that these 
nation-building depaitments have practically starved, 
though, after introduction of the Provincial autonomy' 
since 1937, all the provinces except Bombay and C.P. 
devoted increasing attention to them. The main diffi- 
■ culty in the way of increased expenditure on social services 
has been the limited resources of the Provinces upon which 
falls this highly important duty of running and 
improving the nation-building services. Thus any improve- 
ment in this direction would call for increased resources 
which will have to be found out. Further, the Central 
Government also would have to pay much greater atlen- 
.tion in this respect-.'than it has hitherto done and would 
have to help the provinces by advice and money both. A 
basic change in the outlook of the Government towards 
the public-weal is the first necessity without which nothing 
is possible. . 

sjj Burden of Taxation and its incidence We 

have made" a brief examination of the revenue and ex- 
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penditure items of the Cential and Provincial Governments 
of tile country. We hai'e seen hoiv our public expenditure 
is not incurred in tlie best interests of the counti'y and 
needs several improvements. A corresponding question 
on the revenue side is whetlier tlic burden of taxation 
on the people and its incidence as amongst different classes 
need any reform or not. So far as the burden of taxation 
goes, according to Sir Purshottamdas Thakurdas it was 
more tlian double in 1922 of what it was in the period 
before ivar, die figure for 1913 being Rs. 2-14-5 per head 
and Rs. 6-1-8 per head for 1922.* Though the percentage 
of taxation to die income per head in India is loir .(8 per 
cent) m comparison to other countries (20 per cent or more), 
but this is no indication of light taxation as the per capita 
income is also very loiv and hence die percentage that 
people can afford to pay as tax is also equally negligible. 
Regading die, distiibution of die burden as between dif- 
ferent classes, though ive have no very reliable hiformation, 
yet two facts of somewhat general nature are undisputablc. 

. The share diat the masses have to bear in the total amount 
of taxation is more tiian diey can reasonably afford to do 
as items like salt tax, excise duties, stampf, and land revenue 
show and it is on diem that the brunt of the burden falls. 
Secondly, in recent years diougli die burden of die masses 
is not lightened, yet diere has come about an improvement 
in so far as the burden diat die richei classes should share 
is concerned. More progressive income and super-ta.x, 
levy of special import duties on lu-xury goods etc. arc a 
few instances in die point. Even in March 1938 Sir James 
Grigg; tiien Finance Member, admitted that taxation in 
diis country lets ofl' die rich too lightly and presses die poor 
too heavily. As to die possibility of future e.xpansion of 
taxation in die country, no definite answer can be given. 
The first necessity is of instituting a comprehensii’c enquiry 
into die incidence of existing taxation. Secondly, wc have 

3*Quoted in Jplliar and fieri, Vo!. TI. Chapter XI, §25. 
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also to remember that an answer to this question would 
largely depend upon the purpose for which the mdney^ is 
sought to be raised by taxation. It is not a point of debate 
that India’s productive capacity has to be improved which 
is not possible without increased initial expenditure in 
which the share of the State would also be there. Besides, 
expenditure on such items as education, public health etc. - 
will also have to be increased. Taxation or borrowing 
are the only two sources, and naturally the first must also 
have its share. The only point that has to be kept in view 
is that the purpose for raising the money must justify it and 
the money raised must fall on the people equitably. 

Public Debt in India: — In any review of a 
iP country’s Public Finance, the discussion of its public debt 
cannot be omitted. Every Government has to raise loans 
for long periods or short periods, within tire country or 
without the country and for this purpose or that purpose. 
And thus tlrere arises the problem of the National or the 
public debt. India is no exception to the rule and the 
problem of her public debt has of late been in front in the 
discussions of her manifold economic and political questions. 
We shall also briefly examine • the issue in the following 
lines. 


General Features ;--Let us, to start with, .mention 
some of the general features of. India’s public debt. 
Strictly speaking, it should also include the debts of the 
Provincial Governments which totals to a few crores of 
rupees. First, however, we shall confine our attention to 
the debt of the Goveriiment of India only, which is the 
more important side of the problem. 

The Indian public debt . consists both of the rupee 
debt and the sterling debt, the former being raised in 
India and the latter in London. But it should not be 
concluded from this that all the rupee debt is held by 
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Indian nationals and die sterling debt by the foreigners; 
even die reverse is also true. Till very recently the sterling 
debt comprised as large an amount or even more as the 
rupee debt. But oiving to die war time operations of the 
Government of India concerning die repatriation of the 
sterling debt, the amount of diis debt has been totally 
iviped off. In 1938-39 die figure concerning die total 
obligations of die Government of India in England ivas 
about 470 crores hi round figures, but now India is free of 
foreign debt. The wiping off of die sterling debt is a ivelcome 
feature, because external debt, particularly in case of a 
country like India which is also politically subject to die 
domination of the creditor nation, creates all kinds of 
difficulties of political as well as economic nature and 
helps to perpetuate and enhance the vested interests. 
Side by side with this -wiping off our sterling debt, the 
rupee debt has undergone a striking increase in the last 
four years of war. This is due to ivar expenditure of the 
Government including the capital expenditure on Defence. 
In 1938-39 the total obligations of die Government of 
India in India ivere about 736 crores ivhich amount in 
1942-43 was estimated at 1,312 crores. The great increase 
in the amount is obvious. 

From die view-point of time, the public debt of 
India may be broadly classified under two heads, the 
permanent debt and the temporary debt. The Permanent 
debt has a comparatively long lease of life and consists of 
different loans with particular conditions attached to each. 
Temporary debt consists of borrowings through the issue 
of treasury bills or ways and means or advances from the 
Reserve Bank. Tlie importance of Treasur)"^ Bills in the 
temporary borro-wings of die Gkivemment of India is great. 
These were first introduced in 1917. These bills are 
repayable after tivo to tivelve months although three 
months Treasury Bills are most common and popular. 
In the four years of die present war, die proportion of 
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treasury bills to the total obligations has greatly increased 
from 6.5 per cent, in 1939 to 21.9 per cent, in 1942-43. 
This reliance on treasury bills for war finance is not very 
healthy. The danger lies in the fact that all the short- 
dated and even medium dated loans will fall due for re- 
payment ^vithin three or four years of war coming^to an 
cud. This would mean a great strain, and the only w'ay to 
lighten the strain is of funding the debt from now\ In 
the post-w'ar period when money would be required for 
economic rehabilitation and expansion, it would be wrong 
for the Government to enter the market and raise money 
for paying off its debt. This would be making money 
dear at a time ^vhcn money conditions must be kept by all 
means easy. 

Another point about the character of India’s public 
debt is that most of it is covered by interest-bearing assets. 
The greater portion of the amount has been employed 
in the construction and acquisition of Indian railways and 
in irrigation works and Posts and Telegraphs. Of course 
the present \var ha.s added to tlie amount of the unpro- 
ductive debt already existing a good deal. But about 
this aspect of the Indian public debt more will be known 
when we discuss its origin and growth. - ’ ■ - 

Origin and growth of public debt in India: — 

The, history of tire Indian public debt goes back -to over 
a century. When the Government of India was trans- 
ferred direct to the Crown, the ' debt of the East India 
Company became the public debt of India. Most of this 
debt was the result of a number of imperialistic wars that 
the Company fought not in the interests of India but in the 
direct subversion of her interests, : Hence India’s public 
debt started not with a national but a definitely anti-national- 
and imperialistic character. This debt was composed of 
not only rupee debt but also sterling debt. The sterling 
debt of the Government of India dateS back to the year 
1833, when, under the Act of tliat year, the commeicial 
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department of the Company was completely liquidated, 
and the' sterling obligations of the Company which consisted 
of the capital stock of tlie Company and the Company’s 
‘bond debt” -were transferred to the Gowrnment of 
India. The amount on tlie first account was ;^12 millions 
but die corresponding assets in 1874 proved insufficient 
to meet tliese liabilities for the stock and tlic Government 
of India was permanently burdened with a net amount 
of about £4| millions only. The second amount concern- 
ing the “bond debt” was about £ 3 ^ millions. Tlicsc 
liabilities of 1833 were dius the original basis of the sterling 
debt of the Government. The first public loan was 
floated in the London Money Market in 1859 in order to 
meet the financial burden caused by Mutiny. And 
thus the loan began to mount up afterwards. The main 
cause of the sterling loan has been the necessity of the 
English capital accumulated as a result of England’s 
unchallenged supremacy in trade and industry in the 
17tli centuiy' to find an outlet, and the Government of 
• India’s readiness as a subordinate department of His 
Majesty’s Government to give all necessary facilities for 
such an outlet without looking to country's real interests. 

The transference of Government direct to the Crown 
made little- difference and India continued to be the field 
of a number of expensive and aggressiA’c irars in the in- 
terests of foreign imperialism. The Afghan, Sind, and 
Gwalior -wars, the tivo Sikh ^S’ars and the second Burmese 
War are some of tlie examples. The Sepoy Mutiny added 
about ;^46 millions to the public debt of India. In 1862 
the -public debt was over ' Us. 96 crores almost the whole 
of ivhich was due to unproductive ivars. But thereafter 
there came about some change in the policy of aggression, 
within the Indian borders. And the major portion of the 
public debt owed its . origin to productive public works. 
Since 1880-81 on the recommendation of the Select Com- 
mittee of 1878-79 a special procedure came to- be adopted 
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1o reduce tl\e unproductive debt of the country. The 
underlying principles of this procedure was that all expen- 
diture for the construction of productive public works 
w'as to be treated as borrowed money, whether the amount 
was actually borrowed or spent out of revenue surplus. 
Thus if it was met from the revenue surplus, the ordinary 
debt (unproductive debt) was reduced in the accounts 
by a corresponding amount and the Public Works Debt 
increased to tlic same extent, as if the surplus was 
used in paying off the unproductive debt and fresh debt 
was incurred for productive purposes. By the time India 
entered tlic world war 1914-18, her unproductive debt 
was reduced to about Rs. 3 crorcs in this way. But the wai 
added a further amount of unproductive debt. India 
made a war contribution of ;((100 millions and was faced 
with successive budgetary deficits (about 100 crorcs in 
6 years). About Rs. 13 crorcs were spent on the construc- 
tion of Nctv Delhi. The result .was drat the unproductive 
debt of Iitdia increased from Rs. 3 crorcs to Rs. 258 crorcs 
in 1924, the first year of budgetary surplus since the war. 
But leaving aside the period of the war when productive 
works received a set-back, during all this period the jrro- 
ductivc debt has shown a constant increase. The present 
war has again added a huge amount to the unproductive 
debt of the country. The total interest bearing obliga- 
tions of the Government of India on 31st March, 1943, 
amounted to Rs. 1,265.86 crores, out of rvhich sterling 
obligations accounted for Rs. 57.41 crorcs only.* Before 
we close this brief survey about the origin and gro\vth 
of India’s public debt, we must make reference to one more 
point. And it is that it was only during the last Avar that 
Government realised the importance and strength of the 
Indian money market and it began to raise more and 
more loans in India rather tlian in England as was its 
policy before the last war. The policy of raising large 

. , *Report on Currency and Finance ]942-43. 
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amounts of loans outside India was not in the coimtn"s 
interest economically also, because sterling loans have 
been relatively costlier than the rupee loans. 

Debt redemption : — Another problem connected 
witli the public debt of a countr)' is that of its redemption 
or paying off. At tlac veiy outset it must be remarked 
that the problem is not very serious in India, as most of’ 
die debt being of productive nature is represented by die 
capital of commercial undertakings. So long as proper 
depreciation is alloiixd for, further arrangement for the 
recoupment of capital is unnecessary'. Coming to the 
unproductive debt, ive find that it \s-as only recendy that 
any comprehensive scheme for debt redemption ivas 
adopted by the Government. Before diis attempts at 
Jlj^ rbt rrdiirtion -w.erc made, but they did n ot form part 
J^nd par cel of any we lkthousht-out scheme. The utili- 
zation of budg etary surpluses _ sincc 1880-81 to reduce die 
ordinary' (unproductive) debt, and arrangement to liqui- 
date liabilities incuned in connection with die purchase 
I of certain railways by the is Mie of annuities in pavj nent 
of b oth capital and inte rest, and die ins titution o La—sink- 
in g fund in 1917 in. connection with t he war-loan of that 
year arc some examples of diesc unsystematic attempts 
at debt redemption made by' the Government. It was in 
1924 that Sir Basil Blackett, the then Finance member, 
initiated a scheme. Under this scheme, for a period of 
five years in the first instance, the Government jiroposed to 
set aside Rs. 4 crorcs anntwHyjind in addition_IJ 80th of the 
excess of the debt outstanaing at the end of e ach year over 
that outstanding on 31s t ^Iarch, 192_^ The amount so 
proposed^s not to operate towards actual payment of old 
debts but ivas to be spent on new capital expenditure 
thus avoiding the need for contracting furdier debts for the 
above purpose whereas reduemg the unproductive debt 
to the same extent -by a book entry. The provision, there- 
fore, is better described as a contribution out of revenues 
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for the reduc tion or a voidance oF debt than as a si nk ing; 
fund . Since 1933-4 the annual amount Iras been reduced 
to a lump sum 'of Rs. 3 crorcs only because Railways 
were not making any contribution to General Revenues 
due to deficits in their woi-king mrd 60 per cent, of the 
Government aebt is attributable to railways. Though 
the railways have begun to contribute to General Revenues, 
but the provision for debt rcdemptioir continues 
to remain at 3 crorcs only. As pointed out earlier', in 
view of the huge ' war loans contr-acted during the war 
period, the need for a satisfactory and substantial provi- 
sion of debt redemption is irrgent. The Government 
must move in the matter*, therefore. 

. Repatriation of Sterling Debt : — "We have seen 
that the public debt of India compr'ised a large amount of 
sterling debt also. This was not desirable position botli 
politically as well as economically. It meant a great 
strain upon the ultimate cash reserves of our country 
because of interest payments, and was specially felt when 
our foreign trade declined. The Gover-nment of India 
has, therefore, started a welcome process of repatriatmg 
(paying off) our sterling debt and during the present war, 
when the sterling resources in large amounts became 
available to the Government, the process was accelerated. 
The result of this has been that to-day we have paid off' all 
our sterling obligations. How all this came about, needs 
a bit clarification? 

First, as to our sterling resources. They were the^ 
result of our favourable trade balance especially caused by 
the present war, large sterling receipts from His Majesty’s 
Government for their share of war expenditure incurred 
by India as well as for large purchases for war paid for 
in the first instance by the Government of India, contri- 
bution towards the expenditure on defence modernization 
made according to the recommendation of the Ghatfield 



CHAPTER XXVII 


459 


Committee, and lastly sterling receipts on account of sales 
of silver in London on behalf of the Government of India. 

Coming to tlie history and process of this repatriation 
now. The beginning in this connection was first made in 
1937, but it AS'as temporarily discontinued for want of 
sterling resources. With tlie accumulating sterling resources, 
the scheme was re-opened. The Reserve Bank purchased 
India sterling non-terminable securities in the open 
market and transferred them to the Government for can- 
cellation. In their place non-terminable rupee loans 
■were created up to the same nominal value which \vere 
issued gradually by the Resen-'e Bank in accordance ivith 
the requirements of the market. On 22nd February, 
1940 a scheme for tire lepatriation of the terminable loans 
u’as announced b)' tire Government. The scheme con- 
sisted of converting six specified sterling loans into si.x 
specified rupee loans. On February 8, 1941 this scheme 
was replaced by a more comprehensive scheme of com- 
pulsory repatriation, with facilities to holders to whom the 
compulsory scheme did not apply to surrender stock at 
their option on the same terms. The scheme related to 
terminable sterling debt. It was to non-residents li\nng 
outside U.K. or British India that the compulsion did not 
apply, otherwise under the order of the British Govern- 
ments tire residents in U.K. and of Government of India 
the residents in India had to compulsorily surrender their 
holdings of sterling loans. So far as Indian investors 
were concerned direct payment to them almost entirely 
in the form of rupee counterparts was made. For the 
rest necessary amount of sterling was acquired from the 
Reserve Bank for which the rupee finance was arranged 
either by tlie initially taking over of the rupee counter- 
parts by the Bank or out of Government balances or 
issue of ad fioc treasury bills or ways and means advances 
from the Bank. To enable the Bank to hold the additional 
rupee securities thus created, the maximum limit on them 
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for their holding in the issue department was removed. 
On 24th December, 1941 a second compulsory scheme re- 
garding non-tcrminablc part of the debt was announced. 
The distinguishing feature of this scheme was that all pay- 
ment was made in cash and none in rupee counterparts 
as they were not expected to be attractive to the market. 
As a result of all these repatriation schemes out of a total 
debt of ,^356.05 million or £ 21 ^ million exclusive of 
railway stocks, debentures and annuities outstanding 
at the end of 1936-37, /^1 88.26 million had been retired 
up to the end of Maich, 1942, During the year 1943-44 
the total amount was repatriated. As pointed out at the 
veiy start, this has not only strengthened oiir external 
financial position, but Indian market for gilt-edged securities 
is broadened by conversion of repatriated sterling debt into 
rupee debt and the needs of our investors arc to th:it extent 
fulfilled. Now India has more than 1 ,250 crores of rupees 
worth of Sterling assets accumulated in Britain. 

Provincial Debt: — Before 1919 the Provinces had 
no independent power of borrowing which power the 
reforms of 1919 bestowed on them under certain limita- 
tions. Naturally provinces borrowed funds which were 
mostly spent for productive public works, specially those 
of irrigation. The provinces preferred to borrow from 
the Central Government rather than in the open market. 
With the coming of the provincial autonomy, the pro- 
vinces became free to borrow in the open market. The 
debt due to the Central Government is being reduced and 
the tendency to raise open market loans is on the increase. 
By the end of 1939-40 the total provincial debt was esti- 
mated to amount to 1 50 crores df rupees, most of its being 
productive. 

Criticism of the Public Debt Policy in India 

In the foregoing pages we have made a brief rcvie^v of 
the Indian • public debt. The first point of criticism that 
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would suggest itself to an impartial observer is tliat much 
of it has not been incurred in the real intei'ests of the 
Indian people but rather in the direct subversion of those 
interests. Hence theie has been voiced in certain quarters 
the demand for repudiation of a portion of Indian debt 
or for reparation from the British Government for a share 
of it. The demand has its justification, cannot be denied. ' 
Loans incurred to carry on aggressive ^\'ars inside and 
outside India or to meet budget deficits of ^vbich unpar- 
donable military expenditure was an important cause, are 
facts that cannot be easily su'a]lo^v■ed. Only a politically 
.slave India could accept and pay off the burden. The 
next item of criticism is that in the interest of the country’s 
economic and non-economic rehabilitation programme 
a bolder public debt policy must be adopted in future. 
In the post-war period the need for such a policy would 
be great. In this connection the part that the provinces 
would be called upon to play ^vould be more important. 
And their satisfactory debt position gives greater liopc for 
them. Programmes of educational reconstruction and 
public health as well as economic development are fit 
subjects to be financed out of public borrowings by the 
Government. 

Financial Relations between the Central and 
Provincial Goveriunents : — An important aspect of 
the problem of our public finance concerns the financial 
relations between the centre and the provinces. 'We 
have to view them a little historically, appreciate the pre- 
sent position, and suggest any possible improvements for 
the future. 

Financial relations before the Reforms of 
1919 -Beginning from 1833 up to the financial reform.s 
gf Lord Mayo in 1871, financial powers were centralised 
in the hands of the CentraLGovernment -which interfered 
in the smallest details even. Soon the 'incfficacy of 
this e.xtreme centralisation was realised. The provincc.s 
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had no incentive to economy or help in increasing the 
public revenue and tlie Central Finance sufTered from 
uncertainty. All the revenues ^\’crc paid to the account 
of the Government of India and the provinces got fixed 
contributions to meet their expenses. The most vocal 
were the greatest gainers. Lord Mayo was the first 
to introduce a change under his scheme of “Provincial 
Settlements’' begun in the year 1871-72. Under the 
scheme certain departments as Jails, Registration, Police, 
Education, Medical, Printing, Roads, Miscellaneous, 
Public Improvements, and Civil buildings, which showed 
a tendency towards growing expenditure, were transferred 
to the Provinces. To meet the expenditure of these de- 
partments, Pro\'inces got departmental receipts, and fixed 
lump-sum grants. Any deficiency was to be made by 
local taxation, (with G.G's sanction) retrenchment or 
redistribution. Any savings made at the end of the- year 
weie not to lapse to the Imperial revenues but remain at 
the di.sposal of the provinces. The working of die scheme, 
however, revealed a number of defects. As provinces had 
freedom to levy fresh taxation, incentive to economy was 
jeopardized. Local Governments also took little interest 
in the collection of revenues and considerable leakage 
took place in such impoitant heads of revenue as excise, 
stamps, or customs. Their resources proved inadequate. 
Distribution of funds amongst provinces was also not based 
on any equitable basis of the needs of the provinces but 
was based on actual expenditure. The Central Finance, 
however, did get some relief. This made improvement 
. necessary. The settlements made in 1877 with the Gov- 
ernments of Oudh, North-western Provinces, Bengal, 
the Punjab and the Central Provinces were the result. For 
the first time the system of making a separate contract 
with each province was adopted because in detail the 
arrangement • with each province was different. The 
underlying, general principles were first that all the re- 
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maining provincial services were made over to the pro- 
vincial Govei'nments along with their connected receipts. 
Formerly, the income of tlie local governments was derived 
from a grant or assignment, which tliough not absolutely 
fixed, was incapable of appreciable expansion. The 
new services transferred in 1877 were those of land revenue, 
e-xcise, stamps, law and justice, general administration, 
stationery and printing. For their administration no 
lump-sum grant was made but a share given in sum speci- 
fied heads cf revenue, which suffered from evasion so far 
in the absence of local government’s diligence. The 
principal heads of revenue thus shared were ; excise, stamps, 
law and justice, and some otiici items var^nng from 
province to province. The license tax and some railways 
were also made over. The arrangement was that the 
revenue from these sources was to be taken by tlic pro- 
vincial governments; but if they showed any surplus ovei 
the estimated figure from tliese heads in each of the pro- 
vinces, the Imperial Government should be given one-half 
while in case of deficit also tlic same authority should 
share in the above proportion. Burma and Assam entered 
into a financial settlement not in 1877 but in 1879. 
Under the settlement in addition to wholly provincial 
revenues, Burma got a share in land revenue, income 
from forests and export duty on rice and salt while 
Assam in land revenue only. This was the principle of 
divided revenue that -was applied to other provinces by 
Lord Ripon in 1882. hladras refused any change and 
continued under 1871 settlement. For reforms of 1877 

Lord Lytton \vas responsible. 

Next step m the evolution of financial decentralisa- 
tion in the country was taken by Lord Ripon witli tlic 
help of his Finance Member, Major Baling, in 1882. 
Provincial settlements were now made liable to revision 
every five years. Fixed lump-sum grants, the corner- 
stone of Lord Mayo’s scheme, were altogether abolished. 
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Now, certain heads of revenue ^vere made wliolly pro'* 
vincial — Civil Departments, Provincial Works, and Pro- 
vincial Rates. Others were \vholly imperial — opium, 
salt, customs, commercial undertakings etc. A few 
others were di\'idcd between the Provinces and the Centre 
for the most part in equal proportions — Forests, Regis- 
tration, Excise, Stamps, Assessed taxes, etc. If this division 
left deficit for the provinces, it was made good by giving 
them a ccitain percentage of land revenue. Along with 
tliis division of incomes there was also a division of expen- 
diture which generally speaking followed the incidence 
of the corresponding heads of receipts. Settlements on 
these line were made in 1887, 1892 and 1897. In 1904 
Lord Curzon made the settlements semi-permanent liable 
to revision if there was any substantial change in the 
original conditions or in the event of emergencies like 
war or famine. This was an improvement over the 
previous situation as it ensured greater continuity in 
policy and resources to provinces and the impending 
danger of provincial surpluses being resumed by the 
Central Government at the time of each revision, as was 
the ease so far, Irccamc less. 'With some minor changes, 
the heads of revenue ■which were wholly imperial, wholly 
provincial, or divided remained the same. There was 
also a. division of expenditure with this division of income, 
the former generally followed the latter though not in ail 
cases. But as the expenditure of the - Provincial Govern- 
ments gcnerall)' somewhat exceeded the assigned revenues 
the difference was made up by three methods : a fixed 
cash assignment, as formerly, under the land-revenue 
head; initial lump-sum grants granted principally with 
the object of enabling the provinces to undertake works 
of public utility, special grants made for police reform, 
agriculture and education. In regard to famine expen- 
diture also a change came about. Till 1907 the liability 
for famine relief was principally of the provinces; 
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now tlie Government of India year by year set apart 
specific .amounts for the purpose. If tliis amount proved 
insufficient, then the excess expenditure was divided 
between tlic central and the provincial governments, and 
in the last resort the Government of India promised 
further help from Imperial levcnucs. An important 
feature of the decentralisation of finance as it obtained 
between 1904 and 1912 was a spectacle of conflict between 
.the old principle of observing the convenience of the 
Imperial Government and the new ideal of encouraging 
the development of provincial services. The public 
opinion supported the cause of the latter. 

The Decentralisation Commission of 1909 examined 
the financial lelations between the central and the pro- 
vincial go\-crnmcnts but suggested no radical change. 
In 1912, Loid Hardmge made the settlements permanent. 
There came about no change in the principle concerning 
the allocation of revenues except that they reduced the 
fixed cash assignments and gave the provinces larger shares 
in the growing sources of revenue. These settlements 
continued till the Reforms of 1919. On the revenue 
side the central govemment got revenues 'from such 
Imperial Heads of Revenue as Opium, Customs, Salt, Mint 
and Exchange, Posts and Telegraphs, Railways, Military 
receipts, and tributes from Indian States, and from the 
following Divided Heads — Land Revenue, Income-tax, 
Excise (except in Bombay and Bengal), Irrigation and' 
Stamps. Di\ision between the centre and the provinces 
was in a stated proportion, generally equal, but determined 
separately for each pro\'ince. In addition to their share 
in the Divided Heads, the provinces got the wholly pro- 
vincial revenues from Forest (since 1912, previously being 
a divided head). Excise (in Bombay and Bengal since the 
period of permanent settlements, prcx'iously being a 
dhdded head in all provinces), Registration and the Depart- 
mental icccipts from such Provincial Departments as 

39 
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Education, Law and Justice. On tlie expenditure side 
also a somewhat similar arrangement prevailed, 

This system of financial decentralization as existing 
in the pre-reform yjrriod suffered from a number of defects ; 
(?) Divided Hoads of revenue were a source of constant 
interference on the part of the Central Government and 
checked provincial development. (//) The practice of 
fixed assignments which Averc a direct consequence of 
.divided heads made the system inelastic. The remedy 
was to abandon the principle of divided heads and give 
to the provinces in th.cir place gi owing heads of revenue 
to meet the needs of pi'ovincial expenditure. ' {Hi) Tlic 
spasmodic grant of lump-sums was productive of \m- 
necessary interference by the centre, {w) The various 
settlements shoAved great inequalities inter se. {v) 
PoAver of taxation and borrOAvmg Avas not possessed by 
provinces. {vi) The Central Government exercised 
much financial control over proA-incial budgets and 
expenditure. For example proA'inces could not budget 
for deficits nor spend their balances freely. 

Financial Relations under the Reforms of 
1919 : — The system of decentralization Avhich Lord jMayo 
began in 1871 reached its final stage under these reforms. 
There came about a definite change" in the' view-point 
gOA’erning the financial relations between the centi'e and 
the provinces which Avas in keeping Avith the ncAv proA’incial 
autonomy, hoAveA^er limited it might haA’e iDeen, Avhich 
the ncAVConstitutibn granted to the provinces. According 
to this changed stand-point, leaving aside the resources 
Avhich were necessary to meet the expenditure of the 
Central Government, all the rest of the revenues Averc to be 
provincialised so that the proA'inces may discharge their 
groAving respoflsibilities in the field of nation-building 
departments fully. Provinces Avere thus to be made finan- 
cially independent of the Central Government. Accordingly 
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‘divided heads’ were abolished and the new allocation of 
revenue and expenditure was as follows: (1) Imperial 
Heads of Revenue : — Opium, Salt, Customs, Income-tax, 
Railways, Posts and Telegraphs, Military receipts. (2)" i’ro- 
vincial Heads of Revenue : — -Land Revenue (including 
irrigation), Stamps (Judicial and Commercial), Registra- 
tion, Excise and Forests. Provinces Nverc also given a 
small sliarc of the mcomc-tax revenue, equal to three 
pics in the tax collection on every additional rujrce cf the 
income assessed over and above the amount of income 
assessed in the datum year 1920-21. This concession 
regarding income-tax was made to silence the protests 
of the industrial provinces of Bombay and Bengal. This 
di\nsioa of ret'enucs between die Central Government and 
the proHnees tvas estimated to cause a deficit in the central 
ljudget ndiich ivas to be made up by . contributions from 
the prorinces. To decide upon the amount of conti'i- 
butions to be paid by different provinces as well as other 
allied (picstions a committee under the cbainnuiship of 
Lord Mcslon is'as appointed in 1920 -whose xecommenda- 
tions are kno%vn as the Meston Award. Tiicsc recom- 
mendations with certain modifications were ultimately 
adopted. The provinces, all without any c.xccption, 
disliked and opposed the contributions that diey had to 
make towards meeting the central deficit and demanded 
their abolition. The improvement in tlic central 
finances made some relief possible in 1925-26 and again 
in 1926-27. In 1927-28 the entire amount wa.s remitted and 
in 1928-29 was finally relinquished. 

Two otlier features of the financial relations of this 
period were, first that die proymcc got an independent 
power of taxation within a scheduled list though the 
Central Government had the right to veto tire proposal. 
The provmces could tax outside the scheduled list but vrith 
the pretious sanction of the Government of India. Secondly, 
the provinces tvere also given independent power o" borrow^ 
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ing subject to certain conditions.* Lastly as a result ol' the 
above mentioned separation of revenues a complete sepa- 
rati'^n of the central and provincial budgets came in, the 
provinces preparing their separate budgets henceforward. 

Criticism of the financial arrangement under 
the Montford Reforms: — ^'fhe financial arrangements 
as envisaged by or undci the 1919 Act did not meet every- 
body’s satisfaction. They were subjected to muclr cri- 
ticism. The central theme of criticism that had mueli 
justification bcJunci it was that provinces; as all tlicir sources 
of revenue were inelastic, land revenue, CKcise, forest 
(which rccpiircd initial outlay in large amounts before 
it could yickl increased revenue), did not possess the 
necessary funds to meet tJic responsibilities that were put 
on then shoulder by transferring to them sueli nation- 
building departments as Education, Public Health, Agricul- 
ture, etc. Stamps were the only source of revenue lliat 
lield out any hope of increase in future. As against this, 
the central go\cmment possessed such expanding sources 
of rcuemic as income-tax and customs lliougli tlicir needs 
were sialionaiA. Pfovineial inequalities was another 
point of criticism. It svas «akl that increasing revenue 
which was the result of reforms, however, was not pro- 
portionately distributed between all provinces and the 
agricultural provinces gained more and the industrial 
provinces suflered more. The Simon Commission also 
gave its support to tlicsc points of criticism. The only 
possible remedy to meet the criticism levelled against the 
financial arrangements made under the 1919 Act was to 
give greater sources of expanding revenue as income-tax 
to pro\'inGcs and apply the axe of economy to central 
. expenditure likc' military and civil administration N'igo- 
rously as well as to improve the revenues from commercial 

♦The loans could be_ used to meet capital expenditure on tlie consti-uc- 
tion of works of a material character and lasting public utility. Previous 
sanction of the G. G. teas required before provinces could borron- 'in the open 
ttarkeh 
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und^takiiigs like Railways and Posts and Telegraphs to 
as great an extent as possible. This, hosvevcr, was not 
done and the problem of public finance in India remained 
nnsoh^ed. 

Financial Relations under the New Act On 

the eve of the constitutional reforms of 1935 the whole 
question of financial relations between the centre and die 
provinces by se\eral committees, such as the Peel Com- 
mittee m 1931 and the Percy Committee in 1932 and die 
Joint Select Committee in 1933-4, the last dealing with die 
question \'ery thoroughly. It was as a result of all these en- 
quires and investigations that the provisions as made in the 
Act of 1935 were finally decided upon. .According to these 
provisions there has been made a rigid distribution of 
revenues between the centre and the provinces. The 
Provincial revenues now consist of the following ; 

(?) Provincial Taxes like land rctenuc, tax on 
agricultural incomes, iirigation receipts, excises on alcoholic 
liquors, drugs and narcotics, stamps (general), forests, 
registration receipts etc. 

(?'?) The Provincial share in income-tax (and if 
an Act of the Federal Legislature provides) salt duties, 
central excises, and export duties: 

(???) The proceeds of stamps (commercial), terminal 
taxes, succession duties except on agricultural land and 
odier taxes, collected by centre but distributed in full to 
the provinces; and 

(iv) Subventions from central revenues and grants 
for specific purposes. * 

Of the above sources of revenue item No. (?) is 
• exclusively provincial whereas tlic items No. (?7) and {Hi) 
are exclusively federal in matter of legislation and ad- 
ministration. 

The resources of the Central (Federal) Government 
are nearly the safne-.,as before,- except that some of the 
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sources previously central (incomc-taXj salt, excise and 
export duties) have been or in future may be divided 
bebveen the centre and the provinces. A certain part 
of the loss so suffered is made up by the power of the centre 
to levy surcharges purely for federal pui'poses on income- 
tax, commercial stamps and on certain other taxes, such 
as succession duties on agricultural land, terminal taxes, 
and taxes on railway fares and freight. Thus in the 
new scheme of federal finance, the revenues of India arc 
divided into three main categories (1) Federal, (2) Pro- 
vincial, (3) Jointly Federal and Provincial. The residuary 
po^\’cr of taxation is given to the Governor-General in his 
discretion who can empower cither the federal legislature 
or the provincial legislature to enact a law or to impose 
a tax on duty not mentioned in any of the lists — Federal, 
Provincial aird concurrent. The whole, position about 
the central or the federal revenue may. be summarised as 
under ; 

(f) Exclusively Federal items- -Import duties (c.xocpt 
on salt) contribiuious from I'ailways, and receipts from 
otlrcr commercial undertakings, corporation tax, coinage 
profits, and share in profits of the Reserve Bank. 

(»)• Partly Federal and partly Provincial — Income- 

tax. 

(Ui) Federal with po'Wer to assign a share (or the 
whole) to units — export duties, salt duties, other excise 
duties except on alcoholic lic^uors, drugs and narcotics. 

{iv) Federal surcharges on some taxes — -Succession 
duties (except on agricultural land) . Terminal taxes on 
goods and passengers, certain stamp duties, tax on railway 
fares and freights. 

Niemeyeir Report Before the introduction of 
Provincial autonomy, the Secretary of State appointed 
Sir Otto Niemeyer to conduct an enquiry into tire financial 
■position of the various prordnees, the special assistance 
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required' by each and the time and mode of distribut- 
ing die provincial share of income-tax. Sir OtW was 
appointed in January, 1936 and his leport was published 
on SOtli April, 1936. The Report indicated that it Vas 
possible to introduce Provincial autonomy by April. 
1937 and the federation about a year later. 

Sir Otto made the following recommendations : 

(?) 50% of the income-tax to be assigned to pro^ 
vinces. 

(??) For a period of 5 j'ears, the centra] go\Trnment 
should retain the provincial share of 503o or the sum 
recpiircd to bring the proceeds of the 50% share of the 
centre together ivith contribution Ifom railways to 13 
crores of rupees, whichever was less. 

(???) During a second presciibcd period of 5 years, 
the centre shall relinquish to the protinces by equal steps 
as much of die provincial share as it retains in the last 
years of die first period. Thus ivithin 10 years of the com- 
mencement of provincial autonomy, the provinces tnll 
come to enjoy their full share of the income-tax levenuc. 

(???) Sir Otto Niemcyer recommended that assistance 
should be given to provinces in three ways —in the fiirm 
of cash subventions, in the form of cancellation of net 
debt incurred prior to 1st April, 1936, and in the form of 
distribution of a further 12.t % (in all 62A%) of the jute 
export duty to jute growing provinces. In the case of 
Bengal, Bihar, Assam, N.-AV.F.P. and Orissa, the entire 
net debt rvas cancelled and in the case of C;P. all pre- 
1936 deficit debt plus approximately two crores of pre- 
1921 debt was cancelled. Annual cash sub-ventions 
proposed by Sir Otto were: U.P. 25 lakhs (Tor fi\'c 
years), Assam 30 lakhs, Orissa 40’ lakhs .(additional 
Rs. 7 lakhs in the first year and Rs. 3 lakhs in each of the 
next, four j’ears). N.AV.F.P. 100 lakhs (subject to recon- 
sideration at the end of five years): Sind 105 laklis (for 
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a period of 10 years, to be redliccd gradually tlrcrcaftcr. 
In tlie first year an additional Rs, 5 lakhs to be given). 
These recommendations were accepted by the Government 
without any alteration and accordingly an Order in Council 
was issued on the 3rd of July, 1936 regarding the distribu- 
tion of income-tax share amongst different provinces, 
the fixing of the provincial share of jute export duty at 
62i% and the cash s\)b-ventions as proposed above for 
different provinces. 

Criticism of the Niemeyer Award The Nicmcycr 
award aroused a lot of protest from all quarters. The 
Central Government felt that as a result of the award its 
resovtrees were greatly straitened and help given to the 
provinces ^eas exceedingly generous. On (he other 
hand every one of the provinces had one grievance or 
another either on ground of being unequally treated in 
comparison to another or less consideration being paid 
to her potential needs, or being penalised for her past 
economy or her claims being neglected. Bombay for 
example complained that her share in income-tax 
should have been more as a large amount of income-tax 
(more than 25%) was realized in Bombay, she com- 
plained also that she was penalized for economy in the 
past and her needs were great as she had to pioviclc 
for many costly services for the benefit of her population. 
Madras claimed more on grounds of greater population. 
Biliar put its claim on the basis of her poverty and Orissa 
felt aggrieved that she got only Rs. 50 lakhs when Sind 
-was given Rs. 105 lakhs. Amidst the motley of all this 
criticism, however, it has been ai'gucd with much justi- 
fication that it \s-as impossible to give satisfaction to all and 
the very fact that every one of the lot has something to 
complain of should be regarded as proof of the satisfac- 
tory nature of the a^vard on the w^hole. 

Provinces Share in income-tax Under the 
Niemeyer award, Provincial share of tlie' income-tax was 
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made to -depend upon the railways obtaining a surplus; 
and until after five years from the inauguration of Pro- 
vincial autonomy, the provinces were not expected to get 
any share. But in tlie year 1937-8 the railways yielded 
a net surplus and provinces were given for the first time a 
share in the income-tax, which according to the re\nsed 
estimate was put at Rs. 138 lakhs for that year. 

Change in the Niemeyer award ; — Due to the 
increased needs of the central government as a result of 
the rising war-expenditure the Niemeyer a^vard was amend- 
ed since 1st Apiil, 1939. Under this amendment, railway 
contribution to tlie centi'al revenue \vas altogether to be 
neglected. Tire centre was entitled- to retain in 1939-40, 
1940-41, and 1941-42 Rs. 4i crores each year out of the 
provincial share of the incorne-tax, and only die balance 
was to be distributed to the provinces. After 1941-42 
tlie retained portion is to be reduced by -J-th each year as 
before. For 1941-42 the share of tlie income-tax for pro- 
vinces was placed at 739 lakhs and at Rs. 8.37 lakhs for 
1942-43. The above amendment has adversely affected 
the provincial revenues ivhich is not justified in vieiv of 
the increasing provincial needs for a number of nation- 
building departments. 

Other changes under the 1935 Act The first 
important point that deserves mention in this respect is 
about the enlarged borrowing power of the pro\'inces 
ivhich can raise loans on the security of provincial revenues, 
tlie consent of the Federal government being necessar)^ 
only to borroiv outside India or if any part of the loan 
advanced to a province is still outstanding. Another 
important change relates to the consolidation in one 
single amount of all proUncial debts beaiing a uniform 
rate of interest. Similarly, all proUncial balances so far 
/lield by tlie Government of India have been transferred 
to the Provinces concerned and from 1st April, 1937 every 
province noiv maintains its separate account with the 
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Reserve Bank of India and keeps cash balances in its 

treasuries for day to day needs. 

/ ■ . ' ; 
fj Local Finance: So far we have discussed the 

problem of Indian public finance from the view-point of 
central and provincial finance only. But in every 
modern civilized country, the local bodies have also im- 
portant and growing functions to discharge and hence a 
study of their financial problem is not in any way less im- 
portant. We shall consider this question in the following 
pages in relation- to our country now. 

Local sources of revenue: — In our discussion of 
the Indian local finance, oiir attention will have to be 
concentrated on District Boards, which are the most im- 
portant local authority for our rural areas, and Muni- 
cipalities, which are the local authority for urban areas 
in the country. 

The souices of income of these local authorities ’may 
be grouped under the following four heads — (1) Taxes 
on trade, (2) Taxes on property, (3) Taxes on persons and 
(4) Fees and licenses. 

Taking the District Board’s revenue first, we find 
that from the fiist head they hardly derive any income. 
Under the head Taxes on. property, their most important 
sources of revenue are cesses (local rates) on land revenue 
or rent. The basis of the assessment of the cess varies from 
province to province. In some as Madras, Bombay, 
temporarily settled areas of Assam, G.P. and Berar, land 
revenue is the basis. In the temporarily settled areas of 
the U.P. and the Punjab annual value of land (defined 
as twice the land revenue) is the basis. In the permanently 
settled areas of Madras the rent actually payable to the 
'landlord is the basis. In Bengal, Bihar and Orissa the 
basis is the rental value less a deduction to be calculated s 
at one-half of the rate for every rupee of the revenue paid. 
There exists in the permanently settled areas of the U.P. 
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the acreage basis. The rates of the cesses are left to the 
discretion of the local bodies subject to the maxima and 
minima laid do^vn by tire protdncial governments. They 
are collected with tlie land revenue and tlie limits vary 
from 6|^per cent, to 124 per cent. Being le^ned at a flat 
rate, the rate is not proportioned to the abihty of the 
payer, nevertheless it is admitted to be .an appropriate 
tax, as being used for purposes of local improvement, 
benefits the property of tlie tax payer. To increase the 
)deld from this source it is necessary that land revenue 
should be standardised at a low rate so that ^-eater margin 
may be left for raising the local rate. The local rate is 
tlie most important source of revenue of rural bodies in 
India. But tliere are a few other minor sources also. 
Thus a tax on chcumstances and propeity, which is an 
attempt to tax rm'al incomes, exist in riual areas in the 
U.P. and is levied on non-agricultural income. In Madras 
and tlie Punjab there exists a tax on professions and trades. 
Both of them fall under the third heading — ^Taxes on per- 
sons, and any one of the two must be levied in all rural 
areas to tap the incomes of village mahyans and traders. 
Exception in favour of agricultural income in the case of 
a tax on circumstances and property should not be made. 
Anotlier source of revenue in case of District Boards is 
fees levied by tliem in educational and medical institutions 
and for the use of pounds and ferries. Fairs and exhibi- 
tions also account for some little share of the District 
Boards’ revenues. And last of all comes the government 
grants made by proidncial governments generally out 
of their general revenues. The grants aie made not only 
for recurring expenditure on maintenance but for capital 
outlay on public works also. 

Coming to the income of municipalities, the most 
important items on which tliey depend are octroi, ternunal 
tax and terminal toll, all falling under tlie heading Taxes 
on Trade. They are duties leined on goods and merchandise 



476 


PUBLIC FINANCE; 


entering municipal limits. Terminal tax differs from an 
octroi in tliat it is not refunded and is collected by railway 
autliorities. So far octroi duties are concerned, it is now 
accepted on all hands that they offend against all canons 
of taxation and are found wanting in certainty, economy, 
convenience and equity. As necessaries of life arc not 
exempted they lay a great burden on the poor, -arc a 
hinderance in tlie internal trade of the fcountry. The 
collection of tlie tax at municipal limits and the system of 
refunds are inconvenient to (he tax-payci and result in 
laxity of supervisions and evasion of tlie tax. The ideal, 
therefore, should be to abolish the octroi altogether, 
and in the meanwhile to beep it at a low level, 
grant exemption in favour of necessaries of life as salt, 
kerosene, sugar etc., arrange for prompt refunds on 
re-exported goods and reduce the cost of collection by 
improved administration. Though a terminal tax does 
not suffer from the defect that arises owing to refunds 
in case of octroi, but other defects exist and hence 
the aim in this connection should also be to abolish it. The 
other important source of municipal incomes is the tax on 
houses, the annual value of the house being the most 
popular basis and the rate varying between Ih to 124 
per cent. The tax is collected from either the o\yner or 
the occupier. This is one of the most widespread of local 
taxes in the world mainly because an improvement in the 
services of local government is best reflected in an increase 
in the value of house property. The defect of the tax, 
however, is that either when it is paid by the owner or by 
the occupier it is no indication of ability to pay and hence 
is not equitable. Among the important taxes on persons, 
a tax on circumstances and property and a tax on pro- 
fessions, trades and calling deserve mention. The first 
of the two ^may be an alternative or supplement to the 
house-tax. Then there are a number of fees and licenses 
levied for different puiposes^ Fees for specific purposes 
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(e.g. scavenging) and license fees on carriages, and animals 
and for regulation of offensive and dangerous trades are 
common in every municipality. Then last of all comes 
the item of government grants also in this case as in that 
of District Boards. 

The above is the brief review of the different sources 
of revenue of local bodies in India. Let us norv speak of 
the expenditure. 

Local expenditure in India Local bodies in all 
the civilized modem countries are made responsible for 
performing a number of functions that contribute to the 
people’s social welfare. Public safety, public health, and 
convenience, education, cml .works, poor relief and police, 
and improvement of rural industries and agriculture 
may be mentioned as the main items on which' local 
bodies may be called upon to spend. In India poor relief 
and police are the two significant omissions in the list. 
The first point that deseives mention in connection with 
die local expenditure in India is that it is very small in 
amount. In 1931-32 local bodies in India, incurred an 
ordinary expenditure of a little more than Rs. 224 crores 
exclusive of the amoimts follorving under debt and other 
extraordinary items. It’ formed only 11 per cent, of the 
total public — Central, Provincial and Local — expenditure 
of the country. The expenditure per head of population 
came to Rs. 1-1-0 only. To make a comparison it may 
be mentioned that the local autlrorities in England and 
Wales spent in 1929-30' a little over ;^425 million, nearly 
nineteen times the expenditure in India. It ^vas more tlian 
35 per cent, of total expenditure and came to ;^10-17s. 
per head of population. In 1929 in U.S.A. the local 
expenditure constituted 55% of the total public expendi- 
ture, in Japan 50% and in Germany 40%. Even if we 
take the figures for total expenditure, we arrive at no better 
conclusion. In 1 935-36 the total expenditure by District 
and Local Boards and Municipalities in India -was about 
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57 crores in comparison to the total public expenditure of 
about -267 croics, i.e., less that 25% of tlie total* Hence 
the obvious conclusion is that there is much room for 
increased expenditure by local bodies in India on various 
social and economic services. 

Another point that deserves mention in tliis connection 
is that even this small total expenditure is not - evenly 
distributed between different local bodies. For example 
in 1931-32 25 per cent, of die total expenditure was 
incurred by die four corporations of Madras, Bombay, 
Calcutta and Rangoon which meant a per capita expen- 
diture of Rs. 22-3 0; 35 per cent, by municipalities (781 
in all) whose per capita expendituie came to Rs. 5-5-0; 
and 40 per cent, by the rural boards with a per capita 
expenditure of annas 7i- only. Making an allowance for 
the fact that larger wealth of cities justifies a greater 
per capita expenditure in diem, still the truth remains 
that rural needs have not received the attention they 
deserve. Coming to items of expenditure, we have to re- 
member that education and public health have got the 
greatest attention though not necessarily adequate and 
police and poor relief, and commercial undertakings as 
water works, gas-works, tramways, markets and land 
developments schemes have cither been neglected 
altogether or almost neglected. The net result of our 
observations regarding the expenditure by local boards 
and municipalities in India is that there is much room for 
its inciease in the existing as well as new directions. This 
leads us to the crux of the problem of local finance in India, 
the problem of developing the local revenues. We shall 
examine this problem now^. 

Development of the local revenues As refer- 
red above this is the main problem of local finance 
in India. It calls for certain administrative as well' as 

♦Figures taken from Appendix F in Growth of Federal Finance in India • 
P. J. Thomas. 
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financial measures to be adopted. The reduction in the 
number of local autliorities in rural areas is the first 
administrative authority. In some province at present 
we have as many as four bodies — a district broad, a 
taluka board, a union and village panchayat. This leads 
to wasteful expenditure on establishment and general 
administration, as well as financial complications. Only 
two authorities are sufficient, a district board to perform 
functions \vhich have to be carried on on a large scale as 
road-building, provision of hospitals, improvement of 
agriculture and rural reconstruction work, and a \illage 
panchayat to look after other functions as education, 
sanitation, drainage, registration of vital statistics, vaccina- 
tion, prevention of diseases of animals, destruction of 
insects and pests etc. Then such executive functions 
as assessing and collecting taxes should be placed hot in 
the hands of elected bodies but executive - officers enjoy- 
ing permanence of tenure and free from political pressure 
of the electorate. So far as financial measures are con- 
cerned, first thing is the fullest utilization of all the exist- 
ing powers of taxation. For example taxes on professions 
and trades and on circumstances and property should be 
adopted to a much greater extent than at present. So 
far as urban areas are concerned addition to the existing 
taxes is not so necessary, but in rural areas a universal 
system of village pimehayats should be appointed and 
they should be empowered' to le\ty any tax suited to their 
locality with, however, the pre\nous sanction of the pro- 
\Tncial government or district board. Then, reduction 
in land revenue say to a uniform rate of 25 per cent, in 
all pro\Tnces and leaving say anotiier 25 per cent, for 
local bodies Avould also augment the local revenue a 
great deal. Duties on unearned Tncome from land may 
also be of great help. Increase in prowncial grants is 
another method that should .-be resorted to. It ^vould, 
however, require increased resources for pro\dnces also 
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which is in itself a problem. Undci taking of remunera- 
tive enterprises as in ivestem countries would be -another 
source of income to local bodies. There exists, for example, 
a large field for this in respect of bus- services, electricity 
supply, waterworks and land development. But before 
they can be converted into icvcnuc yielding sources, a 
large initial expenditure would be called upon. This 
should be met by borroivings. Hence a more progressive 
loan policy is also an essential element in the rcvenuc- 
inci'easing programme of the local bodies. And last but 
not least important is the change in the mentality of the 
masses so as to make them more sympathetic to programmes 
of increased taxation by the local bodies. They have to 
give the old and orthodox attitude of hostility to all 
taxation whatever the purpose and objective of levying 
it. These then are tlic ways that may prove useful in 
augmenting the revenues of local bodies in the country. 

. The concluding remarks ^Vc have finished 
our examination of .the different aspects of public finance 
in India. What is the lasting impression that such an 
examination makes?' What appears to us as the crux 
of the problem of public finance in the country? In one 
word, our problem is the problem of equipping the pro- 
vincial and local governments with adequate funds so as 
to enable them to discharge their growing functions in the 
field of social and economic services well. But how is this 
. to be achieved ? If we look at the problem from the static 
point of view, the position appears to be more or less hope- 
less. In view of the existing standard of the central govern- 
ment’s expenditure in the field of defence and debt- 
services which has further increased due to the present 
war on the one hand, and the expected decline of such 
an important item of central revenue as customs as a 
result of a policy of increasing protection' to home indus- 
tries in future on the other, there can be no hope of the 
centre relinquishing any further -revenue as income-tax 
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revenue in full in favour of provinces. And if provinces 
continue to starve, how can tliere be any great improve- 
ment in tire financial position of the local bodies? Thus 
a vicious circle presents itself and we find ourselves at 
the end of our units. But given a dynamic view of the 
whole situation, the position need not appear so perplexing. 
A rigid economy on the part of the central government in 
all fields either defence or civil administration, and a 
more efficient working of commercial undertakings so as 
to ^deld increased revenues would make it possible for the 
central government to equip tire provinces with further 
items of grorving revenue. The reform at the top would 
naturally permeate to die bottom and the position of the 
local bodies ivould improve. That is, however, the one 
and the less important part of the scheme. The more 
important part of it consists in initiating a planned pro- 
gramme of economic reconstruction of the ivhole nation 
at the government’s initiative so as to increase the national 
dividend and in turn to ividen the existing sources of 
government revenue and add a number of new ones also 
to them. This would call for a more progressive loan 
policy on the part of the central, prowncial, and local 
governments and ivhich should be unhesitatingly adopted. 
To sum up die conclusions, therefore, we can say in one 
sentence that the real solution of the problem of our public 
finance lies in viewing the ivliole problem not as one of 
budget-balancing but as a much ivider one of forming an 
integral part of the development of the social and econo- 
mic life of die coimtry as a ivhole. 


61 
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TABLE A. 

General Statement of the Revenue and Expenditure. 

(Central Government). 

[In thousands of Rupees). 

Estimate foi' 1942-43 

Revenue— ^ 

Principal Heads of Revenue — 

Customs . . . . . • 35,35,00 

Central Excise Duties .. .. 12,65,00 

Corporation Tax . . . . 21,99,00 

Taxes on Income other tlian Corpora- 
tion Tax . . . . . . 33,63,00 

Salt . . . . . . 9,00^00 

Opium . . . . ■ . . 82,00 

Other Heads . . . . . . 1 ,23,06 


Total — Principal Heads . . 1,14,67,06 

Railways ; Net Receipts (as shown in 

Railway Budget) .. .. 56,96,13 

Irrigation; Net Receipts .. ... 1,57 

Posts and Telegraphs - : Net Receipts . . 4,92,45 

Debt Services . . . . . . 60,29 

Civil Administration . . . . 1,01,75 

Currency and Mint . . . . 3,25,50 

Civil works and Miscellaneous Public . ^ 

Improvements . . . . 35,20 

Miscellaneous .. .. .. 1,67,50 

Defence Services . . . . 1 ,95.63 

Contributions and Miscellaneous Adjustments 
between Central and ProHneial 
Governments , . ... .... 

Extraordinary Items ... . . 6,04,99 


Total Revenue . . . . 1,91,48,07 

Deficit .. .. ... 35,06,84 


Total .. .. .. 2,26,54,91 



CHAPTER XXVII 


483 


Expenditure — 

Direct Demands on Revenue (cost of Tax 
Collection) 

Capital oytlay on salt ^vorks charged to 
revenue 

Railways ; Interest and Miscellaneous charges 

Iriigation 

Posts and Telegraphs 

Debt Services . . . . 

Civil administration . . 

Curiency and mint. 

Civil Avorks and miscellaneous public improve- 
ments. 

Aliscellaneous 

Defence Services 

Contributions and miscellaneous adjustments 
between central and provincial govern- 
ments 

Extraordinar)- items . . 


5,03,63 

44 

36,83,44 

9,13 

70,85 

10,71,74 

15,97,24 

1,53,25 

3,25,68 

3,63,38 

1,34,95,57 


2,77,28 

11,03,28 


Total Expenditure charged to Revenue . . 2,26,54,91 


CHAPTER XXVni. 

TRANSPORT. 

Importance of Transport Improvements in 
tire means of transportation and communication has always 
played a very important part in the history of civilisation. 

It is with the development of means of transportation 
that isolation of different geogiaphical units breaks down 
and intercourse between the residents of those geogra- 
phical units is made possible. Improved .means of transport 
and communication aie the very life blood of trade and 
commerce and indirectly the production of wealth is also 
determined by tire facilities of transport and communica- 
tion which the country possess. Without having developed 
means of transportation and communications development 
of trade, commerce and industry is not possible. A good 
system of communications by land, water, and air is one 
of the 'most important of all the necessary factors for the 
economic prosperity of a nation. It encourages both 
agriculture and industries, by enabling them to be organised , 
on commercial lines so that their development and size 
is not restricted by the local derhand. And as far as com- 
merce is concerned it is absolutely dependent upon it. 
Isolation of people brings about more or less self-sufficient 
economy and consequently economic backwardness. Even 
to-day Tibbet and such isolated tracts arc economically 
most backward and one of the most important factor 
I’esponsible for their economic backwardness is their isolation 
due to undeveloped means of traiisport and communication. 
In short tlfe development of means of transport and 
communication etiable the country to utilise its econo- 
mic resources to best possible advantage. The importance 
of trarisport from military, administrative, cultural and 
social point of view is .very great indeed. The Moghul 
Emperors \Vere in constant fear of rebellion in some part 
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or the other of India because of the lack of rapid means of 
transporting troops. Means of transportation have a 
■profound effect on die development of culture and civili- 
sation. Ganges, Sindhu, Nile, Yangtse and Rhine have 
been the cradle wheie very old civilisations gre^v and 
developed. In fact diose countries owe much to these 

rivers. • , 

Throughout the history of India difficulties of com- 
munications have been a predominating factoi in determin- 
ing political and economic development. 'In the modern 
times drese difficulties have been removed to a considerable 
extent but they have not been fully lemoved. The lack 
of sufficient means of transportation and communications 
are a very important cause of industrial and argricultural 
backwardness cf India. The villages of India are still 
without railway or pucca roads and therefore they are 
isolated and are forced to adopt more or less self-sufficient 
economy. Agriculture cannot be thoroughly commercia- 
lised. Local economy is prevalent \vith all its attendant 
handicaps in respect of markets and dixusion of labour. It 
leads to comparative immobility of labour and perpetuates 
the conservatism of the people. In times of famines and 
scarcity the whole economic life of rural areas is violently 
dislocated. In short improved means of transportation 
find communication are one of the most necessar\’ requisite 
for all-sided development of the country. 

'/ Service performed by transport to industry 
and commerce Transport facilities help to provide 
industry \vith its ra^v m.aterials without which no industry 
would be conceivable and also the maiket for finished 
goods. In the days befoi'e the modem development in 
tire domain of transport such a phenomenon., as tire 
textile industry in Manchester getting all its raw material 
from U.S.A. and sending all its finished goods to Eastern 
countries would be impossible. The rail roads, steamers, 
and the motor lorries help these industries to be established. 
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and developed thousand miles a%s’ay alike from the 
sources of the raw material and the market for the finished 
goods. But for the facilities of transport and the diminu- 
tion of its costs and risk modern large scale production 
would be almost inconceivable. 

While industry requires transport as an auxiliary, 
commerce would be simply impossible w'ithout modern 
transport facilities. Transport in a word makes com- 
merce. It is the very life blood of exchange, and therefore 
of commerce. 

Means of Communication in India ; — As late as 
the middle of the nineteenth century tin* means of transport- 
ation and communication in India were comparatively 
defective. It was in the later half of the nineteenth cen- 
tury that railways w'cre constructed w'ith great haste in 
India. Before Mutiny India had only a few trunk roads 
constructed by Indian lulcrs specially in northern India. 
But they were totally inadequate for the moderate needs 
of the country in those days. Many of the so-called roads 
were kachcha tracks made by w'hcelcd traffic and they w'cre 
impassable during the rainy season. Pack animals Ted 
by caravans were the only means of access in many parts. 
Moreover the roads were unsafe being infested by high- 
waymen like the Thugs and the Pindaris. Travelling in 
those days was full of lisk and dangers. In north the 
river Ganges and Indus were the gi’cat natural highw’ays 
of commerce and therefore in the regions situated along 
these rivers facilities of transport were much better. The 
coastal district with the facility of water transportation 
were better situated than other parts of the country. In the 
Northern India with its vast plains easily traversable in 
the dry season', its navigable rivers and roads, the state 
of communication was much more satisfactory than in the 
Peninsula with its rugged .mountainous territory and lack 
-of facilities for water transport except on the coasts, 
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The Mutiny brought home the great need of develop- 
ing means of communications for administrative purposes. 
And rapid construction cf railways and. roads was taken 
in hand by the Government in India after 1857. Though 
comparatively speaking there has been great development 
of means of communications in the country after 1857 
yet tliey are far from being adequate. Rural arreas are 
still totally devoid of the modern means of transportation 
and communication resulting in their economic > back- 
wardness and isolation. 

The reasons arc not far to seek. India is a sub- 
contmcntj the distances to be traversed arc. tremendous 
and die natural obstacles to overcome in passing from one 
part to ariother are formidable. Relief, floods, rains and 
rivers are to be managed and during rainy seasons internal 
communications often break doivn in restricted areas. 
The capital needed for equipping the country with an 
uptc-date system of transport adequate to its requirements 
will be cnoi'mous. Moreover India has less facilities of 
using waterways. She is less ■ fortunate in respect of 
waterways than other countries like England, Japan etc. 
And finally the apathy of the Government towards rural 
areas has been a major cause of undeveloped state of 
rural transport, this is why the Rur’al India is not supplied 
ivith modern means of tran.sportation. 

In the folloiving pages ive ivill study the problem 
of transport in India under dicsc headings (1) Raihvays; 
(2) Roads; (3) IVaterways; (4) Caravan routes; (5), and 
Air Transport. 

RAILIV.A.YS 

Introduction of Rail roads into India : — The 

idea of consti'ucting a line from Calcutta towards North- 
IVest ivhich ultimately matured into the East India Rail- 
%vay, first occurred to its founder Sir Macdonald Stephenson, 
in 1841. In July, 1844 he made an official proposal on 
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the subject- to the Government of Bengal.' In Novem- 
ber, 1844-, Messrs. ■ White ;:Borref & Company on behalf 
of the Great India Railway Company approached the 
Court of Directors udth a proposal to construct a trunk 
line across Deccan with branches to the North and South. 
Three weeks later formal proposals for the East India 
Railway were also placed before the home authorities. 
At that time there was a lot of discussion going on in 
India and England on the deshability and practicability 
of opening railway lines in India. 

In May, 1845 the Court of Directors of the East 
India Company gave the formal recognition to the 
desirability of railways in India, and called the attention 
of the Governor-General in India to the following- pdculiar 
difficulties: — (1) Periodical rains and inundations. (2) 
Continued action of violent winds aitd influence of a 
vertical sun. (3) Ravages of insects and vermin. (4) Des- 
tructive growth of spontaneous vegetation. (5) The un- 
enclosed and unprotected tracts of country through which 
I'ail roads would pass. (6) The difficulty and expense of 
securing the services of competent engineers. 

It was also feared that as the people of India were 
poor and in many parts thinly scattered; passenger traffic 
would not be substantial. 

It was hr August, 1849 that the first contracts between 
the East India Company and the East Indian and Great 
Indian Peninsiilar Railway Companies were signed. 
Thus after a delay of more than 4 years the first stage in 
the history of Indian Railways was reached and a policy 
of experimental lines was irraugurated. 

The substance of the first agreements was that die 
Government relieved " the shareholders of all risks gave 
them some expectation of profits over and above the 
guaranteed interest of 5 p.c. and claimed in return reasori- 
able powers of control and ultimate right of purchase. 
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The principal' defects in the contracts lay in- ntaking no 
provision for the State’s participation in profits, in per- 
mitting a fixed rate of exchange to govern the transactions 
(Is. lOd. to the rupee), in allowing the guarantee to run 
from tlie day of deposit of inoney and not frorn the day of 
opening of the lines, in pro\dding little check on the capital 
expenditure of the companies, and in granting the private 
enterprisers opportunities for enjoying tire frill , benefit of 
unearned increment in the value of property when the 
time for the state purchase of railways come. 

Under this contract the East India Company 
allowed two small railway lines to be constructed iiear 
Calcutta and Bombay by East Indian and Great Indian 
Peninsula .Railway Companies respectively. 

Lor^DaUiousie had by diis time become the Governor- 
General of India. He was not satisfied with only one small 
experiment which he apprehended might not prove 
encoiuaging. He called the attention of the Court of Direc- 
tors to the necessity of broad trunk lines commensurate 
with tire needs of the country' in his famous minute on the 
subject in 1853. In this minute Lord Dalhousie renew- 
ing the whole situation pointed out the great advantages 
to India of the construction of a hetivork of railways. He 
laid'gfeat stress on the trunk lines being constructed connec- 
ting the irlterior of each Presidency with its principal ports 
and connecting tire different Presidencies rvith each other. 

'I • • 

“Great tracts are teeming rvith produce they can 
not dispose of. Others are scantily bearing "wliat they would 
can'y in abimdance jf only it could be conveyed -whither 
it is needed. England is calling aloud for the cotton which 
India does already produce in some degree and rvould 
produce sufficient in quality and plentiful quantity if 
only there were proHded the fitting means of conveyarice 
for it from distant plains to the several ports adapted for 
its shipment. Every increase of facilities for trade ■ has 

62 
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been attended, as we have seen, with an increased demand 
for articles of European produce in most distant maikcts 
of India. Ships from every pa it of the world crowd our 
ports in search for produce w'hicli we have or could oVjtain 
in the interior but which at present we cannot profitably 
fetch to them and new market arc opening to us on this 
side of the globe under circumstances which defy the foic- 
sight of the wisest to estimate their probable value or 
calculate their future extent.” I conceive “that experimental 
lines of small extent arc at this day no longer requisite”. 
If the lines were judiciously selected, well and economically 
constructed, and safely and thriftly worked there was no 
doubt that they would be remunerative. And even if the 
railways should not prove profitable, the many oilier 
direct and indirect benefits, political, social and com- 
mercial would be so great “as to render the payment of 
guaranteed interest a burden which the Hon’blc company 
may cheerfully and contentedly bcai.” I.ord Dalhousic 
was of the opinion that the construction of the railways 
by private companies under the supervision and contiol 
of the Government was the best policy and the creation 
of great public ivorks, ivhich although tlicy seivc import- 
ant purposes of state, is no part of the proper business of 
a Government. He further argued that the utter help- 
lessness of Indian community to do anything for itself 
and its total dependence on the Government was one of the 
greatest drawbacks of the country. It was tlicrcforc 
eminently desirable to encourage private enterprise in all 
semi-commercial undertakings. He was very anxious 
for attracting English capital and enterprise to Indian 
industries and commerce and he believed that “the suc- 
cessful employment of English capital and English 
energy in railway undertakings woud lead to more extensive 
employment of similar efforts thereafter, in jsonnection 
with the products and trade of India.” These companies 
he suggested should enjoy a Government guarantee of 
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interests for without it private capital would not brave the 
risk of such pioneer enterprise in a sub-continent like India. 

The dangei s‘ of guarantee, the ' possible neglect of 
economy were all foreseen but it ^vas thought that such 
apprehensions ^verc not well founded but here Lord 
- Dalliousie erred as subsequent events proved. 

The old guarantee system (1850*-1868) The 
Court of Directors of the East India Company approved 
the policy suggested by- Lord Dalliousie in August 1853. 
In accordance ^vith Dalhousie’s plan contracts were 
entered into with 8 comp anies between. J _854-60-for con- 
structing and .managing railways in different parts of India. 

Netv "contracts ^vere drawn up between the East 
India Company and dte East Indian Raihvay for con- 
struction up to Dellii 'and between the former and the Great 
Indian Peninsula Railway for the whole line up to Northern 
India on the one hand and to Raichur fb the South on the 
other. The third contract w'as entered into rvith the Madras 
Railway,Company in August 1858 embracing the whole 
system of hfadras Trunk lines both towards the rvest coast 
wdth branches and tOAvaids the north-'west to meet the line 
from Bombay. The fourth important trunk line com- 
pany,, which obtained sanction in the . saihe period rvas 
Bombay, Baroda and Central India Raihvay. Contracts 
w’ere also entered into with Eastern Beirgal Raihvay Com- 
pany and South Eastern Railway Company, to construct 
raihvay line in Bengal and Eastern part, the Sindh Raihvay 
Company in Sindlr and Punjab and The, South India 
Raihvay in extreme south. 

The main features of the contracts with the old 
guaranteed companies were as follows : — 

1. The c ontr act was for 99 years,, and a guarantee 
of i ntere st on all money paid into Government treasury 
was given for the whole period. The rate of interest varied 
from 44 p.c. to 5 p.c. 



492 


TRANSPORT 


2. The amount advanced for the guarantee was 
to be repaid to the Government from the profits of the 
railways, half the excess over the guaranteed minimiim 
being so applied, the other half going to the shareholders. 

■ 3.- The Government retained the power after 25 
or 50 years of purchasing the railway at the mean market 
, value ~ih London of the shares during the three years 
preceding the pin chase, but the railway companies could 
surrender their lines at any time to . Government claiming 
.the whole amount spent on the undertaking back. 

4. Land was to be provided, free by 'the State for the 
• Railways. 

- 5. The route, gauge; construction, gradients etc. 

'must all be sanctioned by the State. 

6. The Government had entire control and super- 

■ vision of the working and the power to approve the rates 
_ and fares, and to reduce them when railway paid more 
' than iO'p.c. 

7. All money transactions were to be calculated at 
the rate of Is. lOd. to the rupee. 

’ 1 The terms of the conli'act weie the same as that of 
: experimental .lines and therefore they suffered from .- the 
•'.very same defects mentioned above. .... 

■ ’ ■ ' This system however proved a great failure from 
' financial ' point of -view. It put a gr eat fina ncial burden 
.on the resources of Government of Indi'a ■ and the tax- 
payers ih‘ India.- 'Companies had no incentive to, ^practice 
economy. They carried on - wasteful expenditure and 

i therefore, dhey; were unable to earn. their 5 p.c. and called 
upon the Government ;to make good the deficiency. The 
.deficit, -in the.railway budget amounted to Rs. 1,66,50,000 
. ;by- 1869., The extravagance ,of these - companies could 
fnot be checked, under .the systein'and the Indian tax-payers 
.>yere inade to pay huge amounts; The supporters of. the 
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old guarantee system including the Acworth Committee 
have expressed tlie opinion that the forrriatidn of English 
domiciled companies at that tinle was' the only practicable 
course v^hich could be adopted. Railways were urgently 
needed in India and the Indian capital being shy it was 
necessary to give special atti'action to Biitish capital for 
this purpose. But this is a wrong statement of the facts. 
Competent authorities have questioned the wisdom of this 
policy and denied that English capital could have been 
attracted only by the inducement of a guaranteed rate 
of profits. By that time in England an ittlnlense artlOunt 
of capital had accumulated which had no scope for 
remuncrati\'e investment at home and \vhich was 
seeking outlets in South America and other countiies. 
Had not the Indian Government adopted- this ruinous 
policy of giving guarantee the capital would have 
flowed towaids India without guarantee. Unguaranteed 
capital would have come to India for the construction of 
raihvays had not the Indian Government set up this 
example of guaranteeing the interest to British .capital. 

• Moreover the rate of interest actually guaranteed was 
ver y hi gh. Biitish capital imd enterprise could easily be 
attracted by offering much lower interek because at that 
time- conditions of borrowing were extiemely easy in the 
I.ondon money market. It is proved beyond doubt 
by the fact that later on Government could enter into 
contract with new companies under reUsed guarantee 
system on terrrS’ much less favourable to the compa- 
nies in respect of- the guaranteed rate . of interest and 
other concessions. These companies„Jrnported all the 
material froni England. They had no business to develop 
industi'ies in India to supply those materials and this -was 
. another reason ^vhy the cost of constructing railways ^vas 
, high. Apart from the loss to the country due to unr 
.necessary liberal terrns granted to the companies the 
Govemment also, did not care to' build up any of the 
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industries required to supply the materials demanded by 
the railways. 

State construction and management (1869-82) ; — 

T he defects of th ^ jnarantpe-sAistgm as put in operation 
in India soon manifested themselves. The Government 
of India was very much dissatisfied with the results. The 
financial obligations which the Government of India had 
to meet on account of the old guarantee system ^vere too 
heavy and therefore the Government made an un- 
successful attemipt during 1862-64 to secure the , construc- 
tion of railways in India on terms more favourable than 
those offered to the original companies. 

In 1864 the Secretary of State decided to encourage 
new construction only with some assistance other than a 
guarantee. In the case of -the Indian Branch Railway 
Company renamed Oudh Rohilkhand Railway a subsidy 
of per annum per mile opened for 20 years from 

the date of opening was proposed. Other companies were 
also offered the same terms. But t^_^ttemptsjo coristruct 
railways on subsidy system failed. Therefore in 1867 
the Secretary of State informed the Government of India 
that as attempts at independent companies had. been a 
failure, it had after all been found necessary to , i.evert to 
guarantee system. 

However the Government of India were not pre- 
pared to continue the old guarantee system and therefore 
the old guarantees were modified. The Secretary of State 
after prolonged negotiations offered in 1869 to wipe out the 
whole debt on account of the advance of guaranteed interest 
and to keep no further account of such liabilities of the 
companies on the condition that the Government would 
receive %l.all time to come half the surplus net profits. 

. /The East Indian Railway which had by this time begun 
to show profits,! ejected the offer.'^he G.I.P., B.B, & G.I.R. 
and some other railway companies accepted the offer. 
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But tlie Secretary of State bad to grant a further concession 
' of waiving the Government’s right of purchase after the 
first 25 years. « 

An even more important change in the policy was 
brought about by the decision of the Secretary of State 
that as far as capital for new lines in India was concerned 
the State should^ take advantage of its own credit, so that 
capital may be raised at a lower rate of interest and 
cheaper methods of construction and management should 
be adopted. The Secretary of State was of the opinion 
that the State would be in a position to raise capital at a 
much lower rate, and would get railway lines constructed 
at a much lower price. Accordingly for several years 
after 1869 the capital expenditure ^vas chiefly incurred 
direct by tire Government and no fresh contracts with 
guaranteed companies were made. It was decided to 
borrow annually upto two million pounds for constructing 
lines to be managed by tlie State and to reduce the heavy 
cost of construction a much cheaper gauge called meter 
was adopted'. Many railway lines were constructed 
and as far as cost was concerned this policy proved satis- 
factory. But the difficulty of- securing enough funds 
proved formidable. Fear of Russian invasion and for\vard 
Froatier policy necessitated diversion of a substantial 
portion of the capital resources of the State to the' construc- 
tion of military and strategic lines on the North West 
Frontier. This was done regardless of cost and commercial 
prospects, and tire State lines were burdened with a large 
amount of unproductive capital. 

Meamvhile , the Famine Commission recommended 
that railways must be rapidly developed to make the 
repetition of previous disasters due to famines impossible. 
It was estimated that the country needed at least 20,000 
miles of raihvay line for protective purposes and'-an imme- 
diate addition of not less than 5,000 miles was -'urged. 
The Government of India was highly impressed by the 
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demand of Famine Commission, but was at a loss to find 
the necessary capital. The financial condition of the 
Government of India at that time was extremely bad. 
The falling rupee was making great inroads on' the 
Exchequer, the famines between 1874 and 1879 also placed 
a heavy burden on the State finances. The Frontier war 
with Afghanistan and the growing military expenses had 
already put a very heavy financial strain on the Indian 
Government. The Government of India- therefore 
were forced to the conclusion that the State alone could 
not find” sufficient funds for pushing ahead with railway 
construction as far as Famine Commission recommended 
and decided again to take the help of capital borrowed 
by private companies. 

Revival of companies —New Guarantee System 
( 1882 - 1902 ) Not being satisfied with the results obtained 
by State construction and management of railways by 
1880 the opinion again favoured private agency for the 
job. It was decided to utilise the services of guaranteed 
^companies with certain modifications of the old terms, and 
contracts were made with new guaranteed companies 
such as the Bengal, Nagpur, Rohilkhand, Kumaon, 
Southern; Marahatta and -Bengal and North Western 
Railway companies. The chief features of the new -guar- 
rantee system were as follows: — (1) the lines constructed 
by the companies were declared to be the property of the 
Secretary of State for India who had .the right to termi- 
nate the contracts at the end of 25 years or at subsequent 
intervals of ten years on repaying at par the capital .pro- 
vided by the companies. (2) Interest on the capital raised 
by the companies was guaranteed at the most usual rate of 
3|- p.c. (3) Government retained a much larger share 
(usually three-fifths) of the surplus profits for their own 
benefit. These lines, which were constructed by the 
companies were from the beginning' the property of the 
State though a certain rate of interest was guaranteed 
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on the share of capital raised by the companies and were 
allowed to manage these lines when completed. 

As far as old guaranteed companies were concerned 
tlie policy was . not uniform in all cases. But mostly 
Government exercised their right of terminating their 
contract. In some cases like Eastern Bengal, . Oudh 
Rohilkhand and the Sindh Punjab raihvays the lines were 
purchased and die State also took over the management. 
In other cases like E. I. R. and G.' I, P. the lines were 
acquired by the State but the companies were allowed to 
manage the lines under revised contracts. Similarly when 
the contracts of new guarantee companies expired the com- ' 
panics were allowed to manage the lines but the Govern- 
ment secured more favourable terms in the forrri of reduction 
in the companies share-capital and in the rate of interest 
guaranteed and by further modifying clauses relating to 
the division of profits. 

During this period companies lines side by side state 
lines were constructed. The agency- for construction or 
management tvas, however, determined as circumstances 
necessitated, and, for many years following the actual 
operations continued to be a little cumbersome. As a 
' result a complicated variety .of working and o wning agen- 
cies grew up. This was thus commented upon. “To sell 
a railway one day and buy anotlier the next, to build a 
railway and then lease _ jt to a company and at the same 
time to take over another line on lease. All this shows 
tliat tliere was total ^vant of a systematic policy and good 
judgment which has characterised the railway adminis- 
tration of the Indian Government. 

Branch Line Companies (1893-96) During this 
period attempt was made to encourage the construction 
of feeder lines by branch line companies. The main 
terms of proposals ^vere as folIo%vs -.—Land was to be given 
free, surveys being made at State expense. Stores and 

.63 
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materials would be carried by state lines at favourable 
rates. Rolling stock supply, maintenance and working of 
the lines would be carried on by main line administrations 
at special rates and a limited rebate from the main line 
earnings would be paid towards ensuring the proprietors 
of the Branch lines a dividend of 4 p.c. These rebate 
terms being unattractive had to be revised- from time to 
time so as to provide for an absolute guarantee with a 
shai'e cf surplus profits or a more favourable rebate. But 
on the whole this system did not work well financially and 
was adversely criticised by the Acworth Committee. 
The Committee recommended that the Government should 
abandom this policy by reducing the number of existing 
branch line companies by amalgamation and should 
undertake the construction of such lines themselves, except 
when thy could not or would not provide adequate funds. 
Accordingly the Government decided in 1925 to find the 
necessary capital themselves for the construction of branch 
and feeder lines. They have also expressed their willing- 
ness to construct such lines for purely local or administra- 
tive convenience upon a guarantee against loss by the 
Local Government or local authorities concerned. 

Indian State Railways The Government of 
India also invited to undertake railway construction in 
their own territories and Hyderabad State was the first to 
do so. Corresponding to the system developed in British 
India 3 distinct types grew in Indian States as well. In 
the first place some States found all the necessary capita], 
and undeitook the construction as well as management 
themselves or handed over the w'oik of management to 
neighbouiing main line companies, A second gioup 
advanced money , to the Government of India at a specified 
rate of interest and a share of- surplus profits or on a 
guarantee of interest alone. The construction and manage- 
ment were left to be arranged by the Indian Government. 
The third system was the guarantee system in which Hyder- 
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abad and Mysore States banded over their lines for manage- 
ment to English domicile comppnies. Capital was partly 
found by tlie States on specified interest and share of profits 
and partly by companies on a guarantee of interest 
together with a share in the surplus net earnings. Recently 
tire States have also shown tire tendency of taking over the . 
management of tlieir own lines and have constructed new 
ones themselves: 

A few District Boards also constructed small lines 
in their districts and a few unassisted railways ^v'ere also 
constructed. The study of the District Board lines brings 
about the fact that all the railways owned or assisted by 
such boards lie in tire Madras Presidency, Bengal and 
Assam. 

The Present Position : — The existing arrangements 
between the Gc-vernment and the Guaranteed Companies 
is as follows. The State has no-w come to be the owner 
of all the trunk lines. The greater part of the capital 
invested in railways has become the State property either 
through having been originally supplied by the Govern- 
ment or by acquiring tlie companies interests on the 
termination of old contracts. The capital o^vned by the 
companies represents a very small portion of the total 
capital. Though some of the companies still manage the 
railways but the Government has adopted a definite policy 
of taking over the management also into their hands as the 
contracts terminate. In the case of those raihvays -which 
are still managed by companies the Railway Board 
exercises sufficient control (which was established in 1905 ) 
in matters concerning standards of repairs, rolling stock, 
public safety, co-ordination of railway systems, train sei- 
vices, rates, and fares etc. The Government has also the 
power to appoint a director to tlie boards of companies. 
All these conti-acts are terminable at the option of the 
Secretary of State. Recently the Government of India 
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has taken over the management of some important railways. 
Now the Indian Railways are cent per cent owned and' 
managed by the State. 

Railways before 1900:— Till 1900 railways in 
general showed a constant loss and the Indian tax payer 
was made to pay that loss. This was due to waste and 
uneconomic management. Moreover the rate policy of 
the companies was very much criticised as they encouraged 
tile import of manufactured articles and export of raw 
materials to the detriment of Indian industrial develop- 
ment. Finally the comfort of third class passengers was 
grossly neglected from whom the railways secured their 
major portion of income. 

Railways after 1900; — With the beginning of the 
twentieth century a new era in the development of Indian 
Railways began. Traffic had grown enormously and the 
railways began to pay profits. In 1905 a Railway Board 
was established at tlie head of the railway system under 
the Department of Commerce and Industry. 

In 1908, a special committee, presided over by Sir 
James Mackay, examined the problems of Indian railway 
finance and administration. During this period the public 
opinion in India was unanimous on the state management, 
of railways. Thus the most outstanding feature of railway 
policy during the period 1882 to 1924 was the acquisition 
of ownership of lines by the State, and re-transfer of those for 
management to newly modelled companies, whenever 
that could be secured with advantage. The Indian opinion 
was not at all satisfied with this policy. The ill-treat- 
ment of 3rd class passengers, the manipulation of rates and 
fares to cripple Indian industries and trade, and the inabi- 
lity of the railways to keep sufficient supply of wagons were 
due to the companies managing the railways. People in 
India wanted direct State management. 
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Tile Mackay Committee laid down for the future a 
standard of ;^1 2,500,000 as the annual programme for 
capital expenditure on railways. The standai'd recom- 
mended by tlie Committee could not be attained but during 
this period tlie railway construction went on ^vith moderate 
rapidity. The railway mileage in - this period increased 
from 24,752 inlOOO to 34,656 in 1913-14 and the capital 
outlay from Rs. 329.53 crores to Rs. 495.09 crores. 

The railway profits commenced in 1900. By 1900 
losses to the state during the first^Forty years amounted to 
Rs. 58 crores. After tliat the railways began to yield 
a net return to the State on capital outlay at charge. 
Between 1903 and 1924-25 the net earnings of the 
railways rose from Rs. 18,9 crores to Rs. 45.4 crores 
per ' year, tliere being only three periods %vhen the 
earnings fell as compared with previous year. The per- 
centage of net earnings to total capital outlay averaged 
5.6% during tlie six years 1903-1908, 5.8 ’v, during 5 pre- 
war years, 6.8% during 1914-15 to 1918-19, and 5.2% 
during 1920 to 1925. During tlie next 5 years the average 
was 5% and after 1930 to 1937 tlie income fell to 3.5%. 
Regarding diese profits a general criticism ivas levelled 
against the policy of not allowing sufficient depreciation 
on capital. Nontheless the railways became definitely 
a paying concern and thei'e was no longer any ground 
for complaint about the financial burden of railways on 
the Indian tax-payer. 

- The net gams to tlie State from raihvays greatly 
fluctuated from year to year. This was principally due 
to the dependence of Indian railway receipts on harvest 
and trade. The Retrenchment Committee (Lord Inchcape) 
laid down that a 5-| per cent, net return on the capital 
outlay should be aimed at by -the I'ailways. 

Breakdown of railways during war (1914-21) : — 

During die period of war railway system in India 
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clctcrionitcd to the extreme and tliere was virtual break- 
ao\vn. A considerable part of the rolling stock and staff 
Avas sent to Mesopotamia, Palestine and other -war theatres 
^vhich depleted the capacity of raihvays to serve the country 
to a considerable extent. To make the matters worse the 
Indian railways had to move a large number of troops and 
war materials, this strain was unbearable. Moreover 
due to financial difficulties the Government curtailed the 
annual programme of railway construction to a great 
extent. Over and above these difficulties it was practically 
impossible to obtain railway material from England. 
No further extension of railways was possible and even 
the existing ones could not be maintained in proper condi- 
tion. The Acworth Committee described the condition 
in the following words ; “There arc scores of bridges witli 
girders unfit to carry train loads upto modern require- 
ments, there are many miles of rails, hundreds of citgincs, 
and thousands of wagons, whose rightful date for renewal 
is long overpast”. This is why the public opinion in 
India became extremely hostile to the management of 
State raihvays by English domiciled companies and 
demanded that the State should take over the manage- 
ment ^vherevcr possible. 

^ Acworth Committee The Raihvay Board could 
not effectively tackle the situation and the Acworth Com- 
mittee was appointed in November, 1920 to examine the 
railway problems in India. The Committee thoroughly 
examined all the questions related to railways in India 
and made valuable recommendations on some of the most 
important problems, such as railway management, rail- 
way finance etc. We shall now deal w'ith the State versus 
Company management controversy. 

State versus Company management There has 
been a long controversy whether Company managcYncnt 
or State management is more suitable for India. The 
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following points are put forward in favour of Company 
management : — • 

(1) The railways managed by Companies shoiv a 
continuity of policy which is absent in the State-managed 
system. 

(2) The vigorous initiative displayed by Company- 
managed railways leads to progressive development. 

(3) The Board of Directors managing a railway 
company are themselves the proprietors and therefore 
they take greater interest in extending the lines to the best 
commercial advantage. 

(4) Red-tape control which is a characteristic of 
State management leads to rigidity in the working of the 
State-managed railways. In a Company-managed raihvay 
the Directors promptly come to a decision. 

(5) The State cannot borrow for raihvay purposes 
unlimited amounts which may be necessary for raihvay 
development. Thus the progress of railways under. State 
management will be a halting one. Under Company 
management this difficulty will be obviated. 

(6) Economy will not be practised under State- 
managed railways ivhile under Company management 
principles of economy is bound to be followed. 

(7) Company-managed railways lyill readily adopt 
new and improx'ed methods. 

(8) Difficulty in adjudicating disputes in ivhich 
Government is a party. 

(9) Possible sacrifice of tile interests of State railways 
to political or strategic considerations. 

Against this the supporters of the State management 
assert : — 

(1) It is wrong to say that Company management 
is more efficient than management by the State. The 
Acworth Committee observed that so far efficiency is con- 
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cerned riiere is nothing to choose between them. The 
State Railways are as much ready to adopt new methods 
as tlie Company-managed railways. 

(2) The rate policy of the Company-managed rail- 
ways is highly prejudicial to the interest of Indian indus- 
tries and trade. They have so difected the rate policy 
as to encourage export of raw materials and impoits of 
manufactured goods from abroad. 

(3) The Company-managed railways do not treat 
the employees with due and adequate consideration'. 
This results in strikes and consequent dislocation of traffic. 

(4) The capital invested in the Indian railways have 
been raised through the guarantee of the State. Capital 
is attracted into the railways, not on account of effici'en't 
company but on account of financial guarantee provided 
by the State for ffic payment of interest. 

(5) The Company-managed railways pay too much 
attention to commercial > considerations and their chief 
motive is dividend. Wider national interests arc ignored 
if they run counter to their prospects of immediate gain. 
Under State management the intei’ests of the country 
will be put first and commercial considciations will come 
next. 

(6) The property entrusted to the management of 
the Companies is not their property. In fact their financial 
stake is very small. The capital owned by the Companies 
is about 4 per cent, of the total capital invested by the 
State in the railways. This is bound to lead to a bad 
management. Moreover when the State has so much 
stake it cannot but exercise control over the railways 
though managed by Companies. So if the State takes 
over the management of the railways it would not make 
much difference from the point of view of initiative. 

The Acworth Committee considered the question 
of State management versus Company management in the 
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light of Indian conditions. The Committee found that 
State ownership exists for the most part hi India and also 
there is direct State-management in some cases. The 
raihvays oivned by the State were generall)' managed by the 
Companies. These companies were of London domicile. 
The Acworth Committee were divided as to whether the 
alternative should be State-management or management 
by Corripanies of Indian domicile. The majority of the 
Committee' was of the opinion that by merely changing the 
domicile of the Companies from foreign to Indian domicile 
would not benefit the country or the railways and therefore 
they gave their verdict in favour of State-management. The 
Indian public opinion also was strongly in favour of State- 
management. The Government accepted this reconi- 
mendation of the Committee and the railways are gradually 
being talc'cn over. for management by the State. 

Separation of Railway Finance from general 
finance The question of demarcating railway finance 
from; general finance was a controversial point. Those who 
favoured Reparation of these two finances thought that 
this would improve the efficiency of tlie railways. The 
Acn-orth Committee gave its verdict in favour of separation 
on die following grounds ; — ^ 

(1) It would rem'ove the element of uncertainty 
from die annual budget. Under the system of unification 
of the finances the raihvay profits ^vere included in the 
Budget estimates. These profits greatly vary 'according 
to business and ti’ade conditions. The result was that an 
uncertain element was introduced in the Budget. 

(2) The railways had to depend for their finances 
on die- general Budgetary provisions. This prevented 
their working on a comniercial basis. ’ 

(3) The Government ivould also be freed from many 
difficulties if separation was introduced. 
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The Government realised tlie importance of separa- 
tion and therefore they brought a resolution before the 
Legislative Assembly in 1924. Finally the Assembly 
agreed upon separation of the railway finances from the 
general finances on condition tlrat the former should make 
a definite annual contribution to the latter which would be 
_^a first charge on the net receipts of the railways. 

Railway Finance after separation After the 
railway finances were separated from the general, finances 
during the first six years (1924-25 to 1 930-3 IJ the railways 
had a sound financial position and surplus revenues 
arnounted to Rs, 52,64 lakhs. During the next six years 
there was a deficit amounting to Rs, 41,63 lakhs. Upto 
1930-31 the railways contributed nearly Rs. 42 crores to 
the general revenues. They also accumulated a "balance 
of Rs. 41.5 crores in theif depreciation fund during the 
.same period. From 1931-32 the railway finances deterio- 
rated. There were several factors which ^vcre respon- 
sible for this deterioration. The railways felt the full 
effects of the competition of sea and road transport. 
The acute world depression also had a depressing effect 
on Indian tiaffic both goods and passengers. The work- 
ing expenses of railways also became disproportionately 
heavy. Due to the partial recovery of business and trade 
the finances of railways shaved a little improvement. With 
the war boom conditions appeared, trade and industry 
became very active, prosperity returned again to industry 
and railways again began to contribute towards general 
revenues. In 1939-40 there was a net surplus of Rs. 4.33 
■crores. In 1940-41 there was an increase of one anna in 
the rupee of fare and an increase of two annas in the rupee 
on most commodities except food, fodder, manure and 
coal. In the revised Budget estimates for 1944-45 the 
surplus was estimated at Rs. 42 crores. One very 
important factor which lead to better earning was the 
disappearance of road motor competition. Due to petrol 
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shortage and higher price of motor trucks the motor com- 
petition .practically stopped. Moreover due to war reasons 
the train services were cut short but the passenger traffic 
increased due to tlie stoppage of motor bus competition, 
this is why railways earned very high earnings. The 
surplus for 1943-44 was Rs. 50.84 crores, 1944-45 Rs. 42 
crores, estimated surplus for 1945-46 was Rs. 36,5 crores. 

The (Wedgwood) Railway Inquiry Committee; — 

Just before war as ^ve have already seen the financial 
position of Indian railways deteriorated to a serious 
extent. This created a demand for a searching enquiry 
into their affairs. Therefore in October, 1936 a Railway 
Enquir)^ " Committee was appointed witli Sir Ralph L. 
Wedgwood as its chairman . Their report ^\'as submitted in 
June 1937 and contained important recommendations as 
to every aspect of railway working with a \^e^v to improve 
tlieir working efficiency and economy. The Committee 
proposed that the system of annual contribution to general 
revenues should be abandoned. They also suggested that 
the recruitment of European super\4sors in the workshops 
and officers in the commercial departments should con- 
tinue. There Avas a great political resentment against 
tliese Uvo recommendations of tire Committee. The 
Government assured the Central Assembly that Govern- 
ment ■will scrupulously' honour tlie pledges made in The 
Niemeyer Award and assistance rvould be extended to 
Provinces out of raihvay surpluses. The Central Govern- 
ment also assured the people tiiat there would be no depart- 
ture firom the policy of progressive Indianisation of rail- 
ways. The Gommittee however made valuable sugges- 
tions in regard to railway rates. They criticised die struc- 
ture of Indian Railway rates as cumbrous and recommended 
that the Railway Board should enquire into tlie system of 
charging at scheduled rates for tlie purpose of introducing 
simplicity. They also recommended tliat die procedure 
of the Rates-Advisory Gommittee should be made more 
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expeditious and the public and the Government should 
refer to tliem. The Committee also urged the importance 
of railways increasing their popularity and improving 
their relations with the public. 

Railway Rate policy I'he railway rate policy 
has long been criticised in India by every right-minded 
man. The railway rates in India have been based on 
sole considerations of pecuniary gains to railways and the 
general good of the country rvas all along neglected. And 
the worse is that the rates have been so manipulated so 
as to help European merchants and hinder the develop- 
ment of Indian industries. From an analysis of railway 
rates in India it could be shown that the raihvays charge 
much lower freight for transport of goods to and from ports. 
This encourages the exports of -raw materials and food stuffs 
and imports of manufactured goods. On tlic otlier 
hand Indian traders and industrialists have to pay very 
high freight rates. This unjust treatment of Indian rail- 
ways enables the foreign competitors to hit Indian manu- 
facturers hard. The rates policy of Indian Railways 
Was so designed as to check the industrial development 
of India. For instance if cotton is to be transported from 
one interior point to Bombay the rate would be much 
lower than in the case of cotton being transported from 
one interior point to another interior point. . This policy 
has been responsible for the concentration of industries 
in the port-towns. Sir Ibrahim Rahimutulla vehemently 
criticised this policy in the Imperial Legislative Council 
and while giving his evidence before the Industrial 
Commission, Fiscal Commission and the Acworth Com- 
mittee. ' 

The Industrial Commission after giving it a serious 
consideration recommended that rates for internal ^ and 
external traffic should be equalised with a view to the 
developiftent of the manufacturing industries. The 
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Fiscal Commission thought that there was some definite 
foundation for tire , vierv tliat tire raihvays have treated 
Indiair industries hinfairly through rate manupulation. 
They agreed with the recommendation of the Industrial 
Commission -and furtlrer pointed out that the raihvays 
should grarrt special rates to irew hrdustries rvhich could 
justifiably claim special ti'eatment. The Agricultural 
Commission also examined the question of railway rate 
policy and recommended drat drere should be . greater 
co-ordination between dre Railways and the Agricultural 
Departments. They also recommeirded the grarrt of coir- 
cession rates on the trairsport of fertilizers fuel, fodder, 
milch cattle and other necessaries of agriculture. They 
further suggested improvement hr the rates for the ti'ans- 
port of agriculture machinery and their raw irraterials. 
These recommendations of tire Agriculture Commission 
rvere accepted by the Government. 

The Acwordr Committee recommended the forma-- 
tion of Rates Advisory Committee consisting of a Presi- 
dent and two members, one representhrg the. interests 
-of the commercial community and another the interests 
of the railways. This Conrmittee was formed iir 1926 
for carrying on investigation into railway rates and the 
complaints against drem. It is purely an adrdsoiy body 
and dre Government may or may not accept its findings. 
The Wedgwood Committee recommended that the pro- 
cedure of the Committee should be amended so that the 
busmess may not take uirnecessary time, greater publicity 
should be given to its findings and dre Government should 
ordinarily refer all complains concernmg rates to. it. 
Unless there is a body invested rvith mandatory powers 
there is little chance that an advisjory body rvill be in a 
position to safeguard theTinterests of the trade and industry. 

Economic ■effects of railways : — Railways have 
been a great factor in bringing about revolutionary changes 
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in the economic conditions of India (1) Railways have 
broken the isolation of the villages. The interior has 
been opened and the agriculture has been commer- 
cialised to some extent. They’ have widened the markets 
of the agricultural products. (2) In the maitter of famine 
relief railways have proved invaluable. Efficient famine 
relief would have been impossible without quick trans- 
portation facilities. They carry food to the affeetd areas 
with great promptness. (3) Railways give impetus to 
the general economic advancement of the country. They 
bring about equalisation of prices in different parts of 
the country and bring Indian prices in confirmity with the 
world prices! (4) Railways have been a great instrument 
in developing large scale manufacturing industries as 
they enable the manufacturers to get raw material, coal, 
and machinery etc. (5) Railway in itself is a great industry 
which employs a large army of workers, technically trained 
men, engineers, and educated classes. (6) Railways havc_ 
been the main cause of developing Engineering, timber 
growing, and other industries in India. (7) They have 
increased the mobility of workers and thereby made 
possible a more even distribution of population. (8) 
They are responsible for the growing external and internal 
trade of India. (9) Railways benefit the Government 
finances in two ways. They contribute to the general 
revenues directly. They increase the wealth of the country 
through encouraging industries and this increased produc- 
tion of wealth enriches Government in the form of in- 
increased revenue from taxes. This is their indirect con- 
tribution. 

But Railways have ' not been an unmixed blessing 
to India. They have been responsible for rapid destruc- 
tion of our indigenous industries which might have sur- 
vived otherwise bringing about ruralisation of the country. 
The increased ruralisation has forced ' large numbers of 
people specially artisans to fall back upon agriculture 
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TJicsc provisions Iiavc vested almost unlimited powers' 
of control in the hands of the Governor-General acting in 
his own discretion. In a way Indian representatives will 
have no say in the management of Indian Railways. 

ROAD TRAN.SrORT. 

It has already been mentioned that East India Com- 
pany being mainly a commercial body grossly neglected 
its duly to develop road system in India. In those times 
there was no special Public. Works Dcpaitmcnt to look 
after the roads, but they were placed in charge of Provin- 
cial Military Boards. Lord Dalhousie realised the great 
need of roads and therefore ''he adopted a more vigorous 
road policy and for this purpose along with the central 
Public Works Department, Provincial Public Works De- 
partments were established in 1855 which replaced the 
old military boards. Another reason why road develop- 
ment became increasingly necessary was the rapid dcvclop- 
nicnt of railways. Railways needed roads to feed 
them and not to compete with them. Even to-day this 
need is not fully satisfied. In order to be feeder of rail- 
ways metalled roads should be at right angles to the rail- 
way lines well supplied with bridges and they should 
not run parallel to railway lines. 

Indian Road System : — In India there arc four . 
great trunk roads which lie diagonally across tlic country 
and all subsidiary roads arc connected ^\■ith them. The 
most important of these truck roads is the Grand Trunk 
Road ^vhich connects Khyber and Delhi with Calcutta. 
The other three trunk roads connect Calcutta with 
Madras. Madras with Bombay and Bombay with Delhi. 
These four roads account for 5,000 miles out of nearly 
83,000 miles of metalled load in Briti.sh India. In southern 
India the number and the character of .subsidiary roads 
is very satisfactory. Madras has the largest mileage 
(22,000 miles) of metalled roads in India, Rajputana, Sind, 
parts of Punjab, Orissa ’ and Bengal are the worst served 
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regions. In Bengal tliere are many rivers and tlie rainfall 
is very and therefore the cost of constructing roads 

is high. In other parts aridity, sparseness of population, 
lack of suitable road materials are some of the obstacles 
that have prevented rapid progress. Besides metalled 
roads British India possesses nearly 2,25,000 miles of 
“kutcha” roads which are quite serviceable for all kinds 
of transport in dry weatlier. But during rainy season most 
of tliem become unfit for wheeled traffic. 

•Thus on the whole India has a little more than 3 
lakh miles of metalled and unmetalled roads which are 
quite insufficient considering the vastness of the country 
and its requirements. Recently due to Increased use of 
motor vehicles in India more roads were constructed. 
But much more remains to be done in tire road develop* 
ment. This deficiency of roads is keenly felt in 'rural areas 
in respect of smaller feeder roads connecting with file 
trunk roads or railway line. Many villages are inaccessible 
and are not at all served by any means of communication. 

Apart from the insufficiency of roads in India tlieir 
upkeep is not satisfactory. During the lecent years the 
roads in India have deteriorated. This deterioration 
has been most marked in the case of roads maintained by 
local bodies because their resources are very poor over 
and above diis difficulty there is another problem connected 
with the road transportation which has arisen during 
the recent years t.e. the motor traffic. The rapid deve- 
lopment of motor bus traffic all over India has created 
new problems of road construction and maintenance. On 
the one hand motor transport requires improved sur- 
faces and on tlie other hand its development is damaging 
the surfaces that already exist. Finally the lack of bridges 
and crossings is a serious obstacle to traffic of all kinds. 

The desirabiKty of developing the Road System 
of India ;“-The great need of developing the road system 
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of India can hardly be emphasised. A net work of good 
roads joining (he country side \vi(h tlie commercial and 
Industrial centres is the prime need of the country. (1) 
Good roads will diminish (he cost of marketing of agricul- 
lurc produce thereby tlic cultivator will be in a position 
to secure good prices for his produce. Defective com- 
munication leaves the cultivator at (he mercy of (he local 
dealer who alone has at his command enough pack or 
cart bullocks to undertake the (mnsport of produce to (he 
nearest market. The Agriculture Commission very much ' 
emphasised the need of road development beeause bad 
communications impose a constant strain on (he health 
and stamina of the draught animals and seriously reduce 
their cfiiciency. To a very great extent the prosperity of 
the rural areas is dejiendent on good communications. 
(2) If roads are developed (hey will assist the development 
of industries connected with the preparation of agricultural 
produce for export or internal use. Developed commu- 
nications will facilitate the decentralisation of industries 
and thereby solve some of the problems which crop up in 
congested industrial centres such as housing problem etc. 
(4) The social and political effect of good communications 
specially on the rural population is not less important than 
the economic social and political progress is advanced 
by intercourse and rctardccl by isolation. Road develop- 
ment is specially desirable because it will make for the 
economic, social, and political advancement of the rural 
population on which the future of the nation so much 
depends. Countries like U.S.A. and Denmark owe (heir 
prosperity to a considerable extent to the developed road- 
system. For Post-War Road development Government 
has prepared a Plan which will cost Rs. 450 crorcs. ■: 

The Road Development Committee : — Ra])ld 
growth of motor traffic after 1920 has greatly revolution- 
ised the problems of transport. There was a' phenomenal 
rise in the road motor traffic and the question of construe- 
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of India can hardly be emphasised. A nel work of good 
roads joining the country side with the commercial and 
Industrial centres is the prime need of the country. (1) 
Good roads will diminish the cost of marketing of agricul- 
ture produce thereby the cultivator will be in a position 
to secure good prices for his produce. Defective com- 
munication leaves the cultivator at the mercy of the local 
dealer who alone has at his command enough pack or 
cart bullocks to undertake the transport of produce to the 
nearest market. The Agriculture Commission very much ‘ 
emphasised the need of road development because bad 
communications impose a constant strain on the health 
and stamina of the draught animals and seriously reduce 
their c/Ticicncy. To a very great e.xtcnt the prosperity of 
the rural areas is dependent on good communications. 
(2) If roads arc developed they will assist the development 
of industries connected with the preparation of agricultural 
produce for export or internal use. Developed commu- 
nications will facilitate the decentralisation of industries 
and thereby solve some of the problems which crop up in 
congested industrial centres such as housing problem etc. 
(4) The social and political effect of good communications 
speciaUy on the rural population is not less important than 
the economic social and political progress is advanced 
by intercourse and retarded by isolation. Road develop- 
ment is specially desirable because it will make for the 
economic, social, and political advancement of the rural 
population on which the future of the nation so much 
depends. Countries like U.S.A. and Denmark owe their 
prosperity to a considerable extent to the developed road- 
system. For Post-War Road development Government 
has prepared a Plan which will cost Rs. 450 crores. , : 

The Road Development Committee Rapid 
growth of motor traffic after 1920 has greatly revolution- 
ised the problems of transport. There was a phenomenal 
rise in the road motor traffic and the question of construe- 
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can be despatched at any time convenient to the sender 
and the motor’s give quicker delivery as they are not 
subject to the usual restrictions on goods trains as regards 
loading, unloading, marshalling and speed. In railways 
goods are so carelessly handled that there is a great loss 
through damages and breakages. Pilfering is also far too 
common in them. There is no risk on the sender as it 
happens in the case of railway. Often the owner of the 
goods can accompany the goods on the same motor truck. 
As far as passenger traffic is concerned for short distances 
it is more convenient than railways because motor lorries 
can adjust their timings which suit the public better than 
railways which have to fix their timings keeping in view 
the requirements of vast tracts and long distances. Ijastly 
there is no insulting treatment in the case of motor-bus. 
The railways in India have become unpopular with 
the masses because of their indifference towards third 
class passengers. During the war year (1939 — 1945) on 
account of shortage of petrol motor-bus traffic ceased for 
all practical purposes and the masses were forced to fall 
back on the railways. Their suffering, inconvenience, 
and humiliation was very great indeed. If railways did 
not learn to be more courteous and considerate towards 
third class passengers they are bound to lose. 

The Benefits of Motor Transport Motor, has 
provided the country with an alternative means of trans- 
port which is cheap and convenient. It has opened un- 
developed areas which act as feeders to railways. The 
Gounti'y-side has been specially . benefited by the motor 
transport. It has given rise to a large number of subsi- 
diary industries • and it has given employment to a large; 
riumber of people. A large amount of Capital has been 
invested • in . this industry. • It yields very handsome 
revenue to the Government in the form of rates, . taxes, 
custqms, and petrol duty. - It. was .due to the competition 
.of pT[pt,or-b.us . .that raihvays kept their charges low and gave 
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Other facilities. Ihej I^idian people owe much to motor- 
transport othenvise 

too unmindful of requirements and conveniences. 

And this industry hadl^o face aU along Rail\\ay competition, 
a hca\y duty on pej™^ difficulties. 


The .View-potf* RaUways :— 'When the railway 
began to feel tlie coPP^^^*'*^” motor-bus transportation 
they began to cry Government protection on the 

following grounds. 0 ) Railway is a National Industry 
more than 900 crore^ of capital is invested in it and it is 


o^vned by the State aJ such if railway lose that will be a loss 
to tax-payers and the countr)^ as a whole. (2) The railways 
also point out that l^^y have to lay and maintain their 
o^vn permanent tral^t at a hea %7 expense whereas the 
motor transport uses road pro^dded for them from 
pubHc revenue. *(3) The motor-bus takes away the cream 
of the goods traffic. The railway rates are based on the 
principle of “Freight! the traffic will bear.” Accord- 

ingly hea^uer and les^ valuable goods are charged at a much 
lower rate and the valuable goods are charged at a 

higher rate. The po^or truck transports the ^■aluable 

goods arid does notjpR^ "P There- 
fore if motor trucks Pre to carry on this unjust 


and unhealthy comi/etition against the railway the later 
will have to .change I their rate policy to the detriment of 
the trade. ' ' 


^ It is not correct to say that motor transport is using 
the roads ^\'ithout Pj^yf^S ^r them because it yields a 
huge revenue of moP than 10 ci'ores of rupees to the 
Government, nnd md^^^ver only motors- are not the users 
of the -road. Of coil^^e railways are right in complaining 
that -motor buses picl^ ^P' the cream of- the traffic lea\dng 
inferior -traffic ■ for - tP^ railways- and that by overloading 
chn'* quote cheaper .f^-tes. Tire argument that railways' 
are O'SNmed by the Stffte 3-nd therefore they should be pro- 
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tected and the Motor transport should be penalised docs 
not hold good as'botli are ultimately owned by people. 

Mitchell and Kirkness Report In 1932 a Tech- 
nical Committee was appointed to enquire into the extent 
of road motor competition and to collect other facts for 
securing a co-ordinated development of road and rail 
facilities. The following were the main findings of the 
Committee. 

1. The development of metalled road system in 
India has been from the trunk outwards, and the trunk 
main, and feeder metalled roads have frequently been 
overtaken by the subsequent construction of parallel 
railways. 

2. Nearly 48 p.c. of the railways have metalled 
roads parallel to them and within 10 .miles. In view 
of this any scheme of road improvement should be more 
for improving feeder services than for the further con- 
struction of trunk roads running parallel to the railway 
system. 

3. The road system in India has been rather un- 
balanced owing partly to its having become unmanageable 
by the local bodies and partly owing to the absence of 
a comprehensive plan. A comprehensive plan of road 
development is necessary, with the question of adequate 
provision for future maintenance placed in the forefront 
and with a view to linking the more important villages 
with the proper road system. 

4. There existed considerable difference in the. 
degree of external control over railway and road trans- 
port. The railways were handicapped in their competition 
with road motors because of unequal conditions of work- 
ing and the. two means of transport should be placed as 
far as' possible on an equal fpoting in respect of external 
control. 
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(5) As a result of motor competition class I raihvays 
ivere losing about Rs. 2 crores per annum (1932). The 
bulk of this competition was within a zone of 1 to 50 miles 
and the light rail\vays had been most severely affected. 
The carriage of goods by motor serxdces has not as yet de- -- 
veloped'to an alarming extent.' In future the competition 
^vas likely to increase in range as ^\'eU as in intensity. 

6. In certain cases motor buses pro\dded definitely 
superior serv'ices and it is not desirable to deprive the public 
of such seix'ices. 

^Vith regard to the future policy of railways in 
dealing with motor competition the Committee pointed 
three possible comses, namely : — 

(1) Zoning of short distance traffic and gradual 
witlidrawal of tire raihvay from competition. (2) Active 
counter-competition both in respect to im 2 >rovement in 
facilities as well as through reduction of fares and rates. 
(3) And tire operation of motor transprot by the railways. 

In conclusion the Committee recommended the crea- 
tion of a Central Board of Communications to deal with 
all classes of transport. 

In pursuance of the recommendations of Itlitchell- 
Kirkness Committee Report the Government of India 
convened a general road-rail conference. The road 
policy of the Government of India has been largely shaped 
on the basis of discussions held in that conference. The 
principal conclusions arrived at in the conference rvere 
as foUorvs : — ■ 

(1) The general public interest demands co-ordina- 
tion of tlie efforts of various transport imdertakings so that 
uneconomic competition may be reduced. 

(2) Certain classes of railways may be given the 
po\ver to run motor ser\dces. 
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(3) The number of motor vehicles licensed to ply 
for hire should be restricted and greater control should 
be exercised over road motor services in the interest of 
safety and convenience. 

(4) Every encouragement should be given, to the 
development of rural motor services even to. the extent of 
granting monopolies for limited periods. 

(5) That suitable machinery should be established 

at the centre and in the provinces to ensure intelligent 
co-operation and adequate co-ordination between all 
forms of transport. . ' 

According to the suggestion of the conference rail- 
ways ■sycre allowed to run motor services in conjunction 
with rail transport. A Transport Advisory Council consist- 
ing of the ministers in charge of roads in various provinces 
or their representatives with one or two representatives 
of Central Government was also formed in 1935. Though 
the conclusions of tlie Council are purely advisory and 
are not binding on any province which does not choose 
to ratify them, tlrere is no doubt that this Central Transport 
Advisory Council ^viU help greatly in bringing about 
uniformity in all-India transport policy and also in the 
•Working and taxation in different parts of India. 

Wedgwood Committee on Rail- Road Co-^ 
ordination :-^In 1937 the Wedgwood Committee was 
appointed to examine the question of rail-road co- 
ordination. The following are the main findings of the 
Committee ; — 

(1) The regulation of road transport by provincial 
governments is inadequate and tlie conditions are very bad. 
This policy of the Provincial Governments encouraged an 
incfiicicnt type of road transport whose^ competition will 
cripple the railways without providing a trustworthy 
Service on the roads. 
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(2) The Committee was of the opinion that proper 
regulation of road transport is necessary not only in the 
interest of safety Iput also to guide its own development 
on sound and economic lines. It is also desirable that 
railways should be protected against unfair and unecono- 
mic inroads by a new rival. 

(3) The regulation of roads should be carried out 
by Provincial Governments in accordance with uniform 
principles enacted by the Central Government. No 
restrictions, however, should be imposed on road trans- 
poi't which would unfairly hamper its development. • 

(4) Measures of regulation should be common 
to buses and lorries in the interest of public safety and 
should cover the following: — ^fitness of vehicles, preven- 
tion of over-crowding and o^'er-loading, speed limits, 
limitation of hours of duty, and fitness of driver. Passenger 
services should l^e regulated by a system of route-licensing 
and time-tables and fares should be fixed. The Com- 
mittee recommended a system of regional licensing for 
goods vehicles and suggest statutory provision in order 
that goods rates may be regulated at some future date. 
The same system of regulation should be applied to pri- 
vate lorries as to pulrlic lorries. 

(5) Provinces should aim at uniformity in tlie taxa- 
tion of motor vehicles. 

(6) The Committee strongly recommended ■ that 
railways should participate in road-transport and there- 
fore the Committee proposed that railways should have full 
powers to run road services, to invest money in or enter into 
■working agreements with road transport undertakings 
and to arrange road transport services throu^ contractors. 

Regulations of Motor traffic ;~The Government 
also appointed a Motor Vehicles Insurance Committee and 
in the light of its report, Wedgwood Committee report 
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and the opinion of Transport Advisory Council the Govern- 
ment framed a bill in 1938. 

The bill (Motor Vehicle Bill) ha'd two main parts 
(1) regulating, (2) co-ordinating. According to this bill 
the control of transport vehicles for hire or otherwise was 
to be in the hands of transport authorities constituted for 
specified areas within the province, and that for the 
purpose of co-ordination there was to be constituted a 
transport authority for the province. All motor vehicles 
were to be co\’ercd by a permit issued by the transport 
authority of an area, and the holder should be lequired to 
observe certain conditions such as satisfactory mainte- 
nance of vehicles, the observance of prescribed limits, and 
the avoidance of over-crowding and over-worhing the 
drivers. The bill also provided for compulsory insurance 
of motor vehicles in respect of third party risks. 

The bill gave rise to controversy but there is no doubt 
that regulation of road transport is necessary in the 
interest of people. However due to the war the bill could 
not be made effective and nothing came out of it. 

^ Road Finance Roads are a provincial subject. 
Upto 1929 all provincial roads were financed from the 
general revenues supplemented by provincial grants. The 
Road Fund was formed in 1929 and money is being distri- 
buted to the provinces for the purposes of construction, 
reconstruction, and improvement of the roads. The 
money from tire Road Fund was not available for the 
purposes of the upkeep of the roads. The Road Fund 
was created to provide additional funds to the provincial 
and local bodies for roads. They were, however, supposed 
to keep up their normal expenditure on roads as before 
from their revenues. Since 1929 _due to financial difficul- 
ties the Provincial Governments and local bodies could 
not spend the same amount as before from their revenues. 
Ihcrcfore feeder roads were neglected as the money avail- 



CHAPTER XXVni 


523 


able from Road Fund was being spent only on inter-provin- 
cial and inter-district roads. Therefore the Government de- 
cided that 25 p.c. of the money available from Road Fund 
must be spent on feeder roads. They have also laid 
down tliat provinces must not spend more than 25 p.c. of 
the Road Fund money for tlie purposes of roads which 
compete wdth railways. 

The Caravan Routes : — Altirough India has an 
extensive land fiontier of more dian 6,000 miles long, the 
volume of trade is very small. Dense forests, high 
mountains, and deserts have so long hindered the progress 
of tire land frontier-trade. There is no through railway 
line from India to her frontier cormtries. Yaks, mules, 
camels and ponies are usually employed in maintaining 
trade relations with Iran, Afghanistan, Central Asia, Tibet 
and Nepal. There are five main land routes which 
connect the north-west India with Iran, Afghanistan and 
Sinkiang. 

(1) From Chaman along the Khojak-Pass to Kandhar 
and Herat. 

(2) From Quetta to Zahidan on the Iran Baluchistan 
border by a branch line of N.^V. Railway; thence by 
Caravan route to Iran. 

(3) From Peshawar along the Kliyber Pass (3370 ft.) 
to Jalalabad the Khybar Pass is only 30 miles long. 

(4) From Attock in the Punjab to Kashgar (Sin- 
kiang) via Chittral and Hindukush. 

(5) From Dera-Ismail Khan along the Gomal Pass 
(7,500 ft.) to Kalat and Kandhar. 

There is anotlier route ^vhich goes from Leh in 
Kashmir to Tibet and Sinkiang. This is one of the hardest 
joutes in tlie •world as it includes the Karakoram Pass 
(18,000 ft.) 
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Communications with Tibet are maintained through 
Darjeeling, Naini Tal, and Bettia. 

The famous Burma China road if properly developed 
will become a great highway of commerce joining Rangoon 
to China, and another road constructed by -Chinese 
during the war across tlic high mountains will bring 
China very much nearer to India and Chittagong will 
become the important port sending goods to 'China. 

WATER TRANSPORTATION. 

Indian Shipping India for centuries had been 
a sea-faring nation. Her ships sailed across the many seas. 
Her people colonised and civilised distant lands. Alex- 
ander’s retiring forces used a huge fleet of 2,000 vessels 
for their sea voyage. In the reign of Akbar according 
to the “Aine-Akbari” 40,000 vessels were engaged in 
the commerce of the Indus alone. In oceanic traffic and 
ship-building, India was second to none. Marco-Polo 
has paid tributes to Indian ship-building. When Vasco- 
da-Gama first reached India he found some local seamen 
who knew rpore about navigation than he did. Ships 
built in Indian dockyards were used by the sailors of other 
countries. 

Indian ships continued to occupy an unequalled 
position down to the nineteenth century. B'ut the British 
shipping interests grew very zealous of Indian- ships. 
They were very influential people. So much so that 
they possessed enough of the shares of the East India 
Company and thereby pressed the Company to help them 
in destroying the Indian shipping interests. 

The British Government fully supported the efforts 
of the British ship-owners to grow stronger and to keep 
off all competitors and to destroy rivals. To give a death- 
blow to Indian shipping interests Navigation Laws were 
passed by the British Government. These Laws made 
it impossible for ships built in Indian Dockyards and 
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of Indian shipping companies miserable. These - British 
shipping concerns charge an unreasonably high freight 
and make very high profits. The poor Indian consumer 
suffers. Moreover there is a great disparity between the 
charges on goods conveyed between India and foreign 
countries and goods shipped from one Indian port to 
another Indian port. This handicaps Indian goods in 
transmission in comparision with goods from and to foreign 
countries, and neutralise any advantage which an industry- 
might enjoy in its own country due to its' being situated 
near the consuming market. But the greatest evil arising 
out of this control of the coasting traffic by the foreigners 
is the effort of this conference to kill and destroy all Indian 
shipping enterprises in their infancy. The methods 
which this conference employ to kill the Indian shipping 
enterprises are those of cut-throat competition. The 
two most common methods which they use are (1) the de- 
ferred rebate system (2) rate .wars. 

Deferred rebate, rate -wars etc The deferred 
rebate system is as follows : — The shipping companies 
issue a notice to shippers informing them that if at the end 
of a certain period they have not shipped goods by any 
vessels other than those dispatched by the members of 
the Conference, they will be credited with a sum equivalent 
to a certain percentage usually 10 p.c. of the aggregate 
freights paid by them on their shipments during that period, 
and that this sum will be paid over to them, if at the end 
of a further period (usually 6 months) they have continued 
to ship their shipment through vessels belonging to mem- 
bers of the Conference. The sum ' so paid is called 
“deferred rebate”. This system is designed to ensure 
the continued loyalty of the shipper under the circum- 
stances the shipper has no freedom to ship his goods through 
rival vessels who do not happen to be the members of 
the Conference. The Conference thus kills any indigenous 
shipping enterprise. The Fiscal Commission strongly 
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recommended that legislation should be made on the lines 
of other countries. This deferred rebate system endangers 
tlie very existence of the Indian shipping and therefore it 
is necessary' that State should subsidise ship-building 
industry in India and tlie coastal ti-adc should also be 
reserved for Indian shipping concerns as other countries 
have done. ' 

The Conference dominated by foreign shipping 
interests have repeatedly put forward the objection to 
this demand by putting forward the fallacious argument 
that the “rebate system” acts equally against new compe- 
titors of every nationality and not only' against those of 
India. The competitors of other nationality can count 
upon tlie support of tireir respective governments and the 
coastal traffic of their country' is reserved for them. 

As far as British shipping companies are concerned 
their position is very strong and unchallenged. Some 
of them receive Government patronage and help in the 
form of mail orders and the carriage of Government stores. 
No Indian shipping company has so far been patronised 
by' the State. 

Deferred rebate system is not the only deadly weapon 
in tlie hands of tlie foreign shipping combinations, they' 
also start a rate ivar by under-selling the Indian rivals 
in order to kill tliem. Once their object is secured die rates 
are again raised to a higher level. This is the reason 
why' almost all attempts made by Indian enterprise during 
the last 40 years to enter this lucrative field, have miserably' 
failed. Most of the companies were forced to liquidation. 
There is still another handicap under which the Indian 
shipping concerns labour. The British and European 
Insurance Companies put even the first class ships oiv'ned 
by the Indian shipping companies into second, class and 
thus charge higher premiums solely' because they' are oiraed 
by Indians. Besides these defects foreign shipping com- 
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panics neglect the comforts of the deck passengers on the 
coastal ships. Moreover the Indians are seldom given 
any higher post nor the foreign shipping companies give 
any • facilities to Indian youngmen to qualify themselves 
for these jobs. The \var (1939) opened an opportunity 
to Indian youths in this line and those trained on warships 
may form the main strength of the Indian mercantile 
marine if ever developed in future. 

Ship-Building Industry in India;— The Indian 
ship- building industry is also in an undeveloped stage. 
It is only in small ships that Indian yards can compete 
with non-Indian ship-builders because the cost of bringing 
such vessels to India is higher in proportion to their 
price. Recently the Scindia Steam Navigation Company 
under the chairmanship of Sir Walchand Hirachand has 
established a ship-building yard at Vizagapatam. In 
1937 the Company approached the Government to give it 
a site for a ship-yard at Calcutta. Calcutta is admirably 
suited for this purpose with coal, iron, skilled labourers 
and dry docks etc., within its easy reach. But the Port 
Commissioners raised objections and later on in 19’40 the 
Company was offered a site at Vizagapatam. The Govern- 
ment in India and Britain, even after the outbreak of war, ' 
continue to be unhelpful. The Company was faced with 
many difficulties in getting machinery. For the adequate 
defence of India thei’e was the need of a ship-building 
industry. But the Government- remained unresponsive. 
Now with the opening of ship-building yards at Vizaga- 
patam the foundation of Indian ship-building is well laid. 

The demand for an Indian Mercantile Marine : 

After the first Great War (1919) Indian business men and 
statesmen began to demand the establishment of a -mer- 
cantile marine for India. They argued that it will remove 
all those handicaps mentioned above under which the 
Indian ship-owners, shippers and passengers are labouring. 
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It will prove, a second line of naval defence in times of 
war. Moreover the coastal and sea-borne trade of 
India is sufficiently large to keep an Indian mercantile 
marine busy. India’s dependence on foreign shipping 
companies for her foreign trade is an economic weakness. 
During the tvar India had to suffer - incalculable incon- 
\’cnience due to extreme shortage of tonnage. Besides these 
advantages tlie developnient -of Indian Mercantile Marine 
nill open new avenues of employment to Indians. Naviga- 
tion, marine engineering, and insurance- are very profitable 
branches of business but to-day their doors are practically 
closed for Indians. The representatives of foreign shipping 
companies have repeatedly argued that Indians have no 
aptitude or liking lor a sea-going career. This is quite 
untrue, the record of Indians in the past belies it. They 
'have never been given any chance in the' past and they 
were labelled as incompetent. The war did open an oppor- 
nmit)' for Indians and this myth rvill be soon exploded. 

The "Mercantile Marine Committee (1923) 

In pulsuance of a resolution moved by Sir P.S. Sivaswamy 
Iyer in the Legislative Assembly and adoped by it, the 
Government of India appointed the Mercantile Committee 
in February, 1923. The Committee’s report was una- 
nimous except the dissenting minute from die represen- 
tative of British interests. 

The Committee recommended maintenance by the 
Government of a Training ship for the graining of Indian 
youths. They further recommended compulsory employ- 
ment of Indians, so trained as officers by the companies 
engaged in our coastal trade. A far-reaching scheme for 
Indianising the coastal marine in a period of 25 years was 
suggested by the Committee. Ship-building w'as to be 
revived and encouraged by payment of suitable bounty 
by the Government. 

f 

The Government only accepted the first recommen- 
dation of the. Committee and setup the “Dtlfierin” ship 
/ 67 
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for lire training of Indian youngmen. And the qthcr recom- 
mendations were never adopted. In fact the then Com- 
merce Member Sir Charles Innes emphasised every point 
of the dissenting minute of Sir Arthur Froom, the represen- 
tative of British interests. He played on provincial jea- 
lousies by saying “As the principal Indian shipping com- 
pany has its headquarters in Bombay the monies of Burma, 
Bengal and other provinces will be drained into Bombay. 
The Government stoutly resisted both licensing of ships 
engaged in the coastal trade with a view to Indianising 
them, and encouraging with bounties etc., the ship-building 
industry in India. 

The Bill for reserving coastal traffic for Indian 
shipping When the Government refused to implement 
the recommendations of the Mercantile Marine Committee 
Mr. K. C. Neogy and later Mr. S. N. Haji (in 1928) in- 
troduced in the Legislative Assembly Bills to reserve 
the coastal traffic in India to Indian vessels. Mr. Haji’s 
Bill sought to transfei' in' 5^ years the controlling interest 
in the tonnage engaged in the coastal trade to Indians. 
The principal of reservation of coastal traffic contained in 
the bill has been adopted by practically all the nations 
and therefore it was a just demand of Indians. The bill 
roused angry cries among the British shipping .com- 
panies. The Government of India and British interests 
were on one side and the Indian nationalist opinion was 
on the other. In the Assembly debate on the bill Sir 
George Raine summed up the Government of India’s 
point of view in the following peroration “We urge that 
it is economically unsound and is not in the interests of 
India. We urge that it is likely to be ineffective owing to 
the existence of number of non-British ports on the coast 
of India. We urge that it is unjust to Burma. And 
finally and this with me is the most vital argument — the 
bill is open in principle as involving both expropriation 
and racial discrirninatioij, and -sve apprehend that the later 
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-Icature will have most unfortimate repercussions in South 
Africa and other British Dominions”. The arguments 
advanced by the Government were most unconvincing. 
Almost every country had promulgated such laws and 
as such it was India’s moral right to adopt the same methods 
for developmg her mercantile marine. 

The principle underlying Mr. Haji’s bill for reser- 
vation of coastal traffic to Indian vessels ^vas accepted by 
the Legislative Assembly by 71 votes ^o 46. 

The report of the Select Committee to which the 
bill ■was referred kiggested certain alterations. But it 
was postponed for a time to enable the Government to 
try out once again tire policy of “negotiation, co-operation, 
and goodwill”. Lord Irwin summoned a shipping con- 
ference but it ^vas a complete failure due to the uncom- 
promising attitude of the vested British shipping interests. 
This clever move of the Government saved the British 
shipping interests. In 1930 the Congress members with- 
dreAV from the Assembly and with their exist the bottom 
^vas knocked out of the bill. IVhen normal times returned 
after 4' years tire British interests made their position 
impregnable. ' ' ^ 

The Government of India Act (1935) takes away 
-the power from the Indian legislature of fostering, Indian 
shipping. According to the Section 115 of the Act “No 
ship registered in the United Kingdom shall be subjected 
by or under any Federal or Pro\dncial La\\'- to any treat-, 
ment affecting either the ship herself or her master, officers, 
crew passengers or cargo which is discriminatory in favour 
of ships registered in India.” - 

Mr. Haji also introduced in February, 1929 a bill 
in tlie Assembly for die abolition of the deferred rebates 
system in Indian coastal shipping. It was complementary 
to die coastal Reservation Bill. It aimed at a fair distri- 
bution of business among the Indian shipping companies 
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once coastal trade was reserved for them. The passing 
of this bill would have meant .the end of all shipping com- 
binations whether composed of non-Indian companies or 
Indian companies or both. But the Commerce member of 
the Government of India urged that the bill should wait 
at least till the house had decided mrc way or the other 
on the coastal reservation bill. Thus this bill also had the 
same fate. Henceforth according to Section 115 Govern- 
ment of India Act no discrimination will be possible 
against British concerns operating in Indian coastal waters. 

In 1937 Sir A.H. Ghuznavi again introduced a coastal 
Traffic Bill which was referred to the Select Committee. The 
bill did not discriminate between British and Indian .ship- 
ping. Its objept -was only to regulate unfair competition 
in the coastal waters in the shape of rate-cutting or the 
grant of rebates. The bill empowered the Central. Govern- 
ment to fix minimum rates of fare freight for the carriage 
o'f passengers and goods charging of rates lower than those 
fixed by the Central Governments was to be made an offence. 
But the Government opposed this bill as well on the ground 
that it was unnecessary and impracticable, its enactment 
would encourage rapid multiplication of shipping com- 
panies. 

In 1939 the European war broke out. It was believed 
that at least the war needs of the Government would com- 
pel them to forsake their policy of indifference towards 
Indian shipping" and favo.uring British shipping. But 
no such change took place in the .policy of the Central 
Government. 

.Soon after the Avar was declared ships began to be 
empanelled for active "'service. Ordinances Averc also 
issued fixing the freights and fares. But they- applied to 
Indian . shipping. The two notifications of September, 
1940 controlled the movements of ships on Indian Register- 
and depri\^e them of the freedom to fix fares and freight 
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rates as they chose. The notifications did not apply to ships 
on die British Register nor to ships on the Indian Register 
owned by Britishers these ships ^s'ere free to go ^\-he^e they 
liked and charge such rates as they pleased. 

Inland Water Transportation : — From the earliest 
times the inland ^vater\vays 'were the great highrvays of 
trade and’ commerce in India. Ganges, Brahmaputra 
and Indus facilitated the transportation of merchandise in 
northern India. ^Vifir the development of Railways 
rivers have fallen into misuse and their importance 
declined. The combined mileage of the navigable rivers 
in India is 26,000 miles. 

India has three great rivers Avhich ser\-e, even to-day 
as arteries of trade and travel, besides large number 
of minor streams. The Indus is 1,800 miles long and is 
navigable for 1,000 miles from its mouth. The shifting 
character of its banks and sudden floods during the rainy 
season are responsible for the absence of important towns 
on its course. • 

' The ’ Ganges is the most important river of India. 
For about 500 miles from its mouth, ,the river maintains 
nearly a uniform depth of 30 feet, and therefore the steam- 
ers can safey move upto that distance, although country 
boats proceed as far as Hardwar “the Navigation in 
Ganges is magnificent and offers probably one of the 
finest spectacles of its kind in tire world.'’ "With the de- 
velopment of Railways the Ganges has. lost much of its 
importance as a highway of commerce. 

I . Brahmaputra is navigable by steamers throughout 
tire year and steamers run. from the mouth to Dibrugarh 
about 800 miles from the sea. There are certain draw- 
backs in the river rvhich make navigation dangerous, (a) 
formation of nerv islands, sand banks and shoals, {b) ..the 
presence of a very strong current during tire rains. 

The ‘Surma’ a tributor)' of tire Bralimaputra is 
navigable as far inland as Sylhet. 
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The rivers of the Peninsular India are navigable 
in their lower courses only during the rain^ season. 

There are only a few navigable canals in India, the 
,niost notable being (1) the circular and Eastern canals 
in Bengal. (2) The Ganges^canal running from.Hardwar 
to Cawnpore (3) the Buckingham Canal running parallel 
to east coast in Madras and (4) the Orissa canal coast. 
Conditions for constructing canals arc very favourable 
in the coastal regions of Bengal, Orissa and .Madras. 
“In Eastern Bengal particularly there is, considerable 
scope for connecting the canals so as to improve the navi- 
gation facilities in connection with its great river system.” 

} 

^Vater transport is cheaper than road or railway 
transport because waterways provide ready made high 
•.ways. The need for waterways in India is very great 
indeed. Though there are some physical difficulties yet 
much improvement can be made in the existing water- 
ways ,of the country. The development of waterways 
•would not only remove the congestion of traffic' from rail- 
ways, but would also open up new areas whose pj-oducts 
cannot be at present moved because of very high railway 
freights. The lireakdown of the railway system in India 
during the war (1939) and the great inconvenience which 
the civil population had to face brought home the need of 
developing the waterways in India. Had the waterways 
in India not been neglected by the Covernment the 
incalculable hardship which the country had to face on 
account of breakdown of. road and railway transportation 
systems would have been relieyed to a considerable extent. 

Sir A. Cotton of great irrigation fame had stated 
before a parliamentary committee, “My gteat point 
is that what India needs is water carriage, that the rail- 
ways have completely failed, they cannot carry the required 
quantities, they catinot carry at the required price, and 
they cost the country 3 millions a year to support them. 
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The system of board canals would not have cost one-eighth 
that of railways, they would carry any quantities at 
nominal prices and at any speed, and would require no 
support from the treasury and would be combined with 
irrigation.” 

He put a complete scheme for developing die 
water transportation in India. The principal lines be 
aimed at . constructing were four (1) From Calcutta to 
Karachi up the Ganges and dowm the Indus. (2) From 
Coconada to Surat up the Godawari and down the Tapti. 
(3) A line up the Tumbhadra to Karwar on the Arabian 
Sea. (4) And a line up the Ponang by Palghat and 
Coimbatore. But the interests involved on behalf of the 
railways proved too strong for him and Government did 
not listen to his advice. The future National Government 
of India can no more neglect this important means of trans- 
portation. 

. AIR TRANSPORT 

Although there has been extremely rapid develop- 
metn in this form of transport in the European and Ameri- 
can countries India is still very far behind. Durine recent 
years just tefore war India used to get the benefit of French 
and Dutch Air services. The Imperial Airways also used 
to maintain air service between London and Calcutta 
which ivas stopped during war. There were a few 
Aero-clubs to train future airmen. During the war a 
large number of youngmen were trained for A\4ation and 
therefore it is hoped that after ivar aviation ivill rapidly 
develop in India. At present there are S Aviation 
Companies in India. v(l) Tata Sons Ltd. (2) Indian 
National Airways Ltd. (3) . and the Air Services of 
India Ltd. A very recent feature ofTndian Aviation is 
the start of an aircraft factory at Bangalore due to the 
fefforts of hli'. 'Walchand Hirachand. In future India 
will increasingly utilise air services for commercial pur- 
poses and thereby her trade will increase, 



CHAPTER XXIX. 

UNEMPLOYMENT. 

Unemployment has been a most nasty problem 
with which the diflerent countries of tlic world Irad to 
deal during the last few decades. India was no exception 
and had to face this problem in its acutest form. The statis- 
tics of employment and production etc., arc very defec- 
tive in this country which makes U dilTicult to realise its 
true significance. No data arc maintained of industrial • 
establishments which do not fall in the category of factories 
and likewise there arc no correct estimates of the value of 
produce or income from agriculture industries or other 
occupations. According to a rough estimate before 1939 
the number of uncmployctl was dO to 50 million and the 
total number of persons ^vho could not enjoy sufficient food, 
clothing, and shelter, even judged . by the low Indian 
standards, cannot be possibly less than 10 crorcs. 

Unbalanced Occupational Structure: — In India 
the proportion of population depending for its living on 
agriculture and its allied and subidiary occupations is 
about 73 p.c. of the total population of the country. 'WOulc 
the corresponding percentages in U.K., have been 10% 
U.S.A. 22 p.c., Germany 30.5 p.c., and France 38 p.c. 
This proves beyond doubt that the pressure of population 
on "land is excessive in India. Even in France and 
Germany where agriculture and industries are more evenly 
balanced the percentage of population depending upon 
agriculture is nearly half of India. 

The percentage of population which derives its 
support from industries in India is less than 10 p.c. while’ 
in U.K. it is about 40 p.c. in U.S.A. 30 p.c. Germany 
38 p.c. France 30 p.c. Japan’ 20 p.c. This disparity be- 
tween India and other adva.nced countries is due to the 
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fact tliat in those countries the percentage of population 
depending upon agriculture went on decreasing .on 
account of the policy of industrialisation, while in India 
it has gone on increasing owing to tlie absence of such a 
policy. Increase of numbers in agricultue above a fixed 
percentage leads to a lowering of the general level of 
income of the population. Even a small increase in the 
number employed in industries is of much more value to 
a nation than a large increase in tlie less profitable occu- 
pation of agriculture. There is a limit to the population 
which can be kept profitably employed on argriculture in 
any country and if die number goes beyond that limit the 
income falls rapidly. Many countries which were formerly 
agricultural are now industrially developed and as a 
result have increased their income many times (Japan, 
U.S.A. and Canada). 

In India the, true cause of unemployment is diat 
in^an .industriaLand machine age, the country is becoming 
increasingly . rural. The source of all income is produc- 
tion and service — production from industries and agricul- 
ture and services through trade and other occupations. 
In any effort to increase production care should be taken to 
develop those industries which are more profitable. Agri- 
, culture is a necessary and very impiortant industry in every 
country but no country in modern times has grown rich 
from agriculture industry alone. This is why every pro- 
gressive country in the world is making efforts to indus- 
trialise. 

Unemployment is caused through insufficient and 
imbalanced occupations, through deficiency in number, 
or strength, or both; of farms, factories, -shops and jobs 
in otlier subsidiary professions and occupations. In 
India all these causes are working in their most violent 
form. - There is excessive dependence on agriculture, lack 
of industrial establishments, and consequently' less shops, 
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and less jobs. This is why India is virtually in the grip of 
acute unemployment. 

As has been pointed out elsewhere on account of 
excessive concentration of population on agriculture, hold- 
ings are too small which do not give full employment to 
the cultivator and his cattle, income is low, and poverty 
conditions are aggravated. This heavy pressure of popu- 
lation on land has resulted in a growing landless class 
among villages which gets occasional work on the fields 
at sowing and harvesting season and in die rest months of 
the year ekes out its living in a most miserable manner by 
digging grass, collecting fuel, hiring out his labour in the 
neighbour towns by temporarily migrating from the village. 
Their condition is extremely depressing and they live on 
the verge of starvation. They are in fact more than half 
unemployed and their lot' is die most pitiable. This ex- 
cessive pressure of population on land is also mainly res- 
ponsible for migration of increasingly large numbers of 
able-bodied persons from rural areas to urban vand 
specially industrial centres. But the rapidity with which 
this economic pressure is displacing rural population 
from the land does not correspond with the capacity of 
industrial centres to absorb them. In fact industrial 
centres are overcrowded with workers and the factories have 
no capacity to absorb them. Already industrial un- 
employment has begun to be felt quite seriously in India. 
Thus the problem, of. .unemployment in general is closely 
associated, with the industrial backwardness in India. ' 

Middle class unemployment; — But the problem 
which has been felt very acutely during the last two or 
three decades in India is that of middle class unemploy- 
ment. In other words the unemployment ..of educated 
youngmen. Educated middle class unemployment in 
recent two or three decades has assumed alarming pro- 
portions. In extreme cases even the graduates are known 
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to have served on posts where no educational qualification 
is needed for instance a police constable. Mr. S. T. Hollins 
^vhile giving his evidence before tlie United. Provinces Un- 
employment Committee remarked : “ Again quite a large 
number of youngmen who have passed the school leaving 
certificate, and Intermediate Examination and even a 
few who have passed the B.A. Examination enlist 
themselves as police constables every year though no 
educational qualification is necessary”. He further said 
‘/'There is undoubtedly general unemployment in all classes 
and among all occupations. Hundreds of applications 
from literate and illiterate men from rural areas and from 
totvns are received for all classes of \\'ork. Literate posts 
are insufficient for those who have been educated and 
literate men are accepted in a large number for posts in 
which literacy is not required. Illiterate persons are thus, 
to some extent unable to get work.” Formerly foreign 
degree holders used to secure very decent appointments 
in India but their supply has also increased to such an 
extent that their value in the ' employment market is’ 
very low and some of them are not in a position to get 
employment. Mr. N. C. Mehta, I.C.S. in his evidence 
before tlie same committee said, “I may quote concrete 
instances to prove die extent of unemployment among 
tlie English educated classes. It was in 1931 or ’32 
that 5 or 6 vacancies of sub-registrars (drawing Rs. 60 
per mondi) had to be filled up and not less than 700 
applications ivere received by me -without tlie posts hating 
been advertised at all. The applications included a 
London Ph.D., scores, of M.A., LL.B.’s and first and 
second class graduates tvith excellent University qualifica- 
cations. Even youngmen who secured technical training 
in foreign countries or in Indian technical or Engineer- 
ing colleges had to face the problem of imemployment. 
Instances can be multiplied. It is a common day experience 
that even for a pitty job of a clerk hundreds of graduates 
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apply and hanker about. /Though with the second great 
^var in 1939 a vast opportunity for employment was opened 
and for some •time unemployment both among literate 
and illiterate youngmen disappeared. No body could 
remain unemployed such was • the great demand for war, 
purposes. Yet it was a temporary boom in employrhent 
market and' the slump was bound to come with the cessa- 
tion, of hostilities unless it was followed up by rapid indus- 
trialisation of the country.” 

CAUSES OF\UNEMPLOYMENT. 

(1) Economic depression: — After the hostility 
ceased in 1919 in first great war world had to face a very 
violent economic depression, India likewise had to face 
the depression. Armies were demobilised, a large number 
of men employed as clerks and combatant branches were 
thrown out of employment and could not be 'employ- 
ed elsewhere. Moreover as economic depression grew 
more serious after 1929 even normal employment in 
Government and public bodies was not available and 
retrenchment resorted to in all branches and direction. 
The business concerns as well could not give employment' 
to the educated middle class and with the growing dc- 
pression their condition became distressing. ■ 

(2) Defective Educational System : — Another im- 
portant cause of uneihployment among the educated 
is the defective system of education, 'which takes.no notice 
of the. industrial needs of the country. The existing 
system of education was set up to qualify ^youngmen for 
government jobs and there has been no change in the 
system though the governinent jobs are few and there is 
a great crowd of educated .candidates offering them- 
selves for those posts. An educated young man looks 
first to government service and failing that to some clerical 
work under scmi-oflicial bodies like railway and local 
bodies or to teaching work in educational /institutions. 
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In most cases the education ^which an young man takes is 
aimless. After ■ matriculating if he docs not get any job 
and has tlie means he takes up to higher education. And 
even after graduating himself if he cannot get any job he 
is forced to join M.A. and Law. In many cases youngmen 
are forced to go in for higher studies because there is noth- 
ing else to do. Moreover this purely literary education 
creates definite aversion to hand labour among educated 
youngmen. They think below their dignity to take up 
any manual occupation. They, prefer a petty clerical 
post of Rs. 20 or Rs. 30 per month to the so-called manual 
occupation where the chances of earning may be much 
better. Recently there has been a definite tendency among 
the artisans, agriculturists and backward classes to send 
their children to schools and colleges with a vieiv to 
Government ser\dce and they leam professions and thus 
promote themselves to tlie higher rungs of the social ladder. 
Reservation of government jobs for such classes has further 
accentuated this tendency. This great fascination for 
literary occupations in the country toivards trhich ei'en 
those classes are being increasingly attracted which had 
no tradition for letters is making the conditions ivorse. 
But while criticising the parents and the educated young- 
men for not selecting suitable occupation one should not 
forget that there is utter lack of facilities for practical edu- 
cation-^ agriculture, technical, industrial, and commercial. 

The Congress ministries under the leadership of 
Mahatma" Gandhi tried with the basic education system 
vto give an industrial bias to tlie education but the ex- 
periment was short lived and with their resignation most 
of the provincial governments stopped the scheme. 

(3) Economic backwardness of the countyy: — 

But the most important cause as has been pointed aboie 
is the economic backwardness of the country. Industrial 
development of the country has been very slow. This 
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is why tlicrc are so ^c^v' openings to the educated young- 
men in this country. According to the Travancore Com- 
mittee on unemployment there are altogether about 16,000 
occupations in England, excluding army, na\7, and civil 
services.' In India there are perhaps less than 40. It is 
often said that there is lack of technical facilities for educa- 
tion in the country and purely literary type of education is 
imparted to the students. .There is no doubt that this is 
the case but in most cases this point is overemphasised. 
Merc extension of facilities for technical and vocational 
education will not solve the problem unless industries arc 
developed to absorb such youngmen. Cases are known at 
present in^ India where youngmen who have acquired 
highest technical training arc working as clerks in offices. 
There is no doubt that technically trained youths arc 
necessary for the growth of industries but unless industries 
are developed they cannot be absorbed and there will 
prevail acute unemployment among tltcm as well. 
Bengal Committee on unemployment have rightly •• said 
“In an ideally balanced development technical training 
and economic progress should proceed forward together, 
each being in turn stimulated by the other.- When 
one lags it should receive stimulus and'' vice versa.” 
Therefore only by starting more technical institutions 
we caimot create employment for the. youngmen. De- 
velopment of economic resources, establishment of more 
industrial concerns and all-sided economic development 
is the only sure cure of unemployment. Econouiic back- 
wardness is the basic cause of poverty of tlie masses and 
that is the main cause of all kinds of unemployment in the 
country. 

(4) Social Causes; — Caste system, early marriages 
and joint family system also indirectly affect the employ- 
ment of people in this country. For intance caste pre- 
judice prevents educated youngmen frona taking to more 
profitable occupations which are regarded undignified in 
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the particular communities to which they belong. Early 
marriage not only interferes witli adequate training but 
also places too early in life the responsibility of' main- 
taining a family on the shoulders of youngmen. The 
joint family system though it insures a living to the weak 
and helpless unemployed persons leads to economic parasi- 
tism and vanishes all initiative and ambition. Young- 
men do not like to move out of their houses to seek employ- 
ment in distant places. This tendency is also encouraged by 
the joint family system. But tliese social causes are rapidly 
losing their affect. The economic 'pressure is forcing 
people specially the educated classes to marry late, to 
accept occupations -which are considered below the dig- 
nity of their caste standard and the joint family system is 
rapidly breaking do\vn. 

Remedies for unemployment It was for tlie 
first time in March 1922 tliat tlie Bengal Legislative Council 
passed a resolution suggesting the appointment to investi- 
gate the problem of unemployment among the educated 
middle classes of. Bengal and to suggest remedial measures. 
The report of the Bengal Committee (1924) was strongly 
of opinion that the progress of tlie country depended on 
intensive industrial development. They made several 
concrete recommendations of a practical nature,' such as 
starting farm colonies, industrial banks, and extension of 
technical and practical training. They advocated that 
technical training and economic progress should go side by 
side. In the last they remarked tliat tliough the question 
of general economic development of the country was of the 
very highest importance it was beyond the scope of their 
work. 


The only step taken . by tlie industries department 
in Bengal on the report was to' create facilities for technical 
tfSH-iPS to educated youngmen. Four demonstration 
parties were established which gave technical training 
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ill several small indigenous industries in Bengal such as 
(«) jute weaving, (b) wool^weaving, (c) brass and bell- 
metal manufacture, (d) cultcry manufacture (c) pottery 
ware manufacture, boot and shoe making and (g ) , 
soap manufacture. 

In 1926 the Legislative Assembly passed a resolu- 
tion recommending to the Governor-General-in-Council 
that a Committee should be appointed to investigate into, 
the problem of unemployment among middle classes and 
suggest remedies for the same. The Government of 
India thereupon addressed a letter to Provincial Govern- 
ments on this matter pointing out their attention towards 
the resolution. In their letter they remarked ‘such remedies 
as might be found practicable were remedies which only 
Local Governments could apply.’ In their letter Govern- 
ment of India appear to haye pointed out that the real 
causes of unemployment were' far deeper and far more 
complex. Says the Government of India. 

“The educational system, the state of industrial 
development, the changes that arc being slowly brought 
in the structure such as the gradual disintegration of the 
caste system, which at one time operated to prevent middle 
class unemployment by restricting admission to the clerical 
professions, and at the bottom psychological factors in- 
herent in the habits and customs of the people are all con- 
tributory causes to a state of affairs for which from the 
nature of the case no Government can find a panacea. 
The people alone can produce a change and the change 
must necessarily take time to accomplish.” 

* I 

The above attitude of the Government of India 
clearly shows that they wanted to absolve themselves from 
the responsibility altogether, and tried to throw the 
resporisibility on the transferred side of the Local Govern- 
ments. But the Provincial .Governments cannot do much 
in this respect independently of the Government of India. 
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The question of unemployment is intimately connected 
witli the development of big industries and the big indus- 
tries, depend upon, many intricate questions of polic)" relating 
to finance, currency, tariffs etc., which are clearly outside 
the scope of Provincial Governments. As regards the 
development of agriculture too there may • arise many 
questions of policy ^vhich will be ' beyond the pundew 
of the Provincial Governments. 

Some of the local Governments \vent into die prob- 
lem as a result of the above letter and also in response 
from their local legislatures. The Madras Committee 
reported in 1927. The Committee of Madras Government 
remarked diat unemployment of ^vhatever section or 
society was a complex evil which arose from many causes 
and the bringing about of a change lay in the hands of the 
public at large. They suggested that steps should be 
taken to popularise agriculture as a means of livelihood, 
but tirey tiiougbt that there was no single panacea for 
the evil and that its remedy will have to be comprehen- 
sive and its scope all embracing and ^viU require a lengtii 
of time to operate. 

The Punjab Committee made several statements 
of a general nature, namely that the present system of 
education produced tnen fit mostly for. clerical occupations, 
that unemployment ^vas due largely to extension of educa- 
tion in classes \vhich previously did not aspire to Govern- 
ment ser\dce and that facilities for higher education should 
be provided only for the markedly able yormg persons, 
if poor, and for those who can pay its full cost and so on. 

The Travancore Committee issued an exhaustive 
report which recommended, among other measure, an 
all round intensive development of the economic resources 
of the coimtT)- on modem lines. In their opinion such 
development should be tire foremost' aim of Government 
activity. ■ 
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In United Provinces the first committee on un- 
employment was appointed in 1927. They recommended 
that as an experimental measure employment bureau 
should be established in important scats of universities. 
The objects of tlic bureau should be to (1) maintain a 
register of middle class students who have passed High 
School, Intermediate and Degree Examinations, (2) to 
ascertain what openings for employment there are and to 
help them in securing employment, (3) and to give all 
necessary information and advice to youngmen and their 
parents as regards their education etc. 

fn 1935 again a Committee was appointed by the 
United Provinces Government under the chairmanship 
of Sir Tej Bahadur Sapru and it submitted its report in 
193,6. 

Brief summary of Sapru Committees recomipenda- 
tions : — 

(fl) Engineers It is recommended that Municipal 
and District Boards should be compelled to have 
qualified engineers and overseers and the con- 
tractors undertaking public works should be 
made to keep qualified engineers and overseers. 

{b) Bachelor of Commerce : — The utility of the 
men with. B. Com. is considerably discounted 
partly because of prejudice among Indian Busi- 
ness men and partly because their education 
is completely theoretical and does not fit in 
with what is required by commercial houses. 
Therefore universities should make arrangements 
for practical training to be given to B.Com. 
students. 

(c) Medicine Medical men should be persuaded 
to settle down in rural areas in larger numbers 
and for this purpose it is necessary to subsidize 
them on a generous scale. This will relieve 
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unemployment among medical men due to their 
congregating in the big towns and cities. 

{d) Public health ; — Posts of assistant superintendent 
of vaccination which have hitherto been given 
to men who are not even matriculates should 
in future be given to men who have some medical 
knowledge. 

The number of medical officers employed in Muni- 
cipalities should be increased. New schemes of sanitaiy' 
improvement should be taken in hand and qualified medical 
men possessing diploma in Public health should be em- 
ployed by District Boards. More adequate provision 
should be made for medical inspection and treatment of 
school-going children and for that purpose the strength of 
the medical staff should be increased. 

(e) Law Practismg lawyers should be divided 
into two classes: — (1) Those- who vdll restrict 
themselves, exclusively to the proper function 
of a counsel (2) Those who will apply them- 
selves exclusively to the drafting of legal docu- 
ments and other acts in connection ivith a laiv 
suit. 

(/) Other professions i— There is need of creating 
and developing some professions for instance 
pharmacy, dentistry, accountancy, architecture, 
libi'arianship, insurance work, secretarial work 
and journalism etc., universities should insti- 
tute separate diplomas for such subjects. 

(g) Government Service;— The rules regarding 
the age of retirement should be rigorously enforc- 
ed and no extension should be allow-ed to any 
public -servant after he has completed the 55th 
year of his age. Men w-ho have retired from 
Government should not be employed by local 
bodies or semi-public bodies. In regard to sub- 
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ordinate services the age limit for entrance 
' should be reduced. 

(h) Agriculture It is desirable that graduates 
and diploma holders of Colleges and Schools 
should be encouraged to follow scientific farming 
as a means of living. 

In the opinion of the Committee scheme of agriculture 
colonisation will not attract those educated youngmen 
who do not belong to the agricultural community. Nor 
in their opinion subsidiary industries like fruit growing 
and dairy farming, market gardening, sericulture, poultry 
farming, canning, pisciculture, spinning and weaving, 
carpet making, clay modelling, rope-making, pottery and 
cattle breeding will attract a large number of educated 
youngmen, unless they are adequately trained and finan- 
ced or subsidized. 

(i) Industries : — A detailed survey should be made 

with a view to find out what industries big or 
small can be developed. Industrial research 
workshops should be established to carry on 
industrial research. 

A scheme of helping youngmen in starting small in- 
dustries should be prepared. The youngmen adopting such 
careers be subsidized by the local government and tliey 
should also be helped by expert advice. For the proper 
organisation and development of industries the govern- 
ment should collect information in regard to the running 
of small industries in Japan and European countries. 
The department of industries should have a separate well 
organised intelligence branch which should furnish neces- 
sary information to industrialists and persons interested. 

(j ) Technical Industrial and Vocational Edu- 

cation Arrangements should be made for 
giving an industrial bias to the training imparted 
at general schools. Arrangements should be ' 
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made witli firms, factories and master crafts- 
men for taking students as apprentices. Ele- 
mentary industrial schools for boys should be 
maintained. Regional vocational guidance 
authorities should be created. They should 
establish contacts witli educational institutions 
and actual industries of the locality and to help 
the products of such schools in securing employ- 
ment in such industries. 

(A) Advice to parents and boys as to careers ; — 

Some steps should be taken to afford advice 
to parents in regard to intellectual capacity of 
their boys, and dreir suitability for certain careers. 

(/) Primary Education : — ^While it should be the 
aim of primary education to remove illiteracy, 
it should also be its principal aim to qualify 
boys to., become better agriculturists. Primary 
education, as it is given at present is ineffective, 
partly because it does not lay sufficient em- 
phasis upon rural and agricultural needs and 
partly because the age limit is too low. The 
age limit for the purpose should be raised to 
12-13 and the primary education should be 
brought more into line with rural -needs. 
Compulsory primary education should be in- 
troduced, without it economic prosperity can- 
not be build up. 

(rn) Secondary Education: — ^The High School 

Examination should have two - kinds of certi- 
ficates — one certifying completion of the course 
of the secondary education and qualifying for 
admission to industrial, commercial and agricul- 
tural schools, and the other qualifying for Arts 
and Science Colleges. Proper agencies should 
be created for advising boys as to their careers. 
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(n) University Education While no arbitrary 
limit to the admission of the students should 
be prescribed, greater strictness should be 
exercised in admission. 

While education in what are called humanities should 
not be discouraged greater stress should be laid on scientific 
and vocational education. Universities should encourage 
such research work as may be of practical use to industries. 

(o) Contact with Industry : — Steps should be taken 
to establish contacts between science depart- 
ments of the various universities and indus- 
trialists and business men, and such departments 
of the universities should devote themselves not 
only to higher academic research but should also 
undertake research which may prove to be 
helpful to industry. 

(p) Employment Bureau Appointments Board 
should be established in each province for secur- 
ing employment for university graduates and 
for the product of the secondary schools. These 
Boards should be required to collect statistics 
of employment among _the graduates of the 
Universities and the products of the secondary 
schools and intermediate colleges. 

These recommendations aim at increasing the de- 
mand for educated youngmen and to avoid excess of 
supply. 

The labours of all these Committees were practically 
lost because provincial governments did practically very 
little to implement these recommendations of their respec- 
tive committees. In fact public money was wasted on these 
committees and nothing came out of these committees 
reports. But they provided relevant material for studying 
the educated middle class unemployment. 
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Conclusion : — Really speaking it is wrong to separate 
educated middle class unemployment from unemploy- 
ment in general. That is only one phase of the \vider 
problem which India is facing to-day. The true cause 
of unemployment is the lack of balance and co-ordination 
between ^vorkers and occupations in the national, economy 
of any country. It is a case of mal-adjustment— social 
and economic. Sir Artliur Slater in his book ‘Recovery’ 
rightly remarks “There is no absolute surplus of ^vol■kers 
uidependent of the defects of the economic system.” 

Unemployment insurance, benefits, labour exchanges 
and otlier similar schemes though useful and necessary to 
relieve the hardship of industrial unemployment, are after 
all but partial and mere palliatives which cannot solve the 
problem. Exactly in the same manner , the suggestions 
put forward m the above mentioned reports are merely 
doubtful palliatives and they cannot even give some relief 
to the educated middle class. The proper way to deal with 
this disease is to remove its root and fundamental causes. 
The fundamental cause of the unemployment is the eco- 
nomic backwardness of the country and it can be removed 
by reorganising our economic structure on sound basis. 
There must be a plan for reorganising agriculture and indus- 
tries — big — medium and small and whole gov^ernment 
machinery should be mobilised to carr)' ouj; that plan. Then 
alone the problem of unemployment ^vhethe^ agricultural 
unemployment, industrial unemplo)TTient, or educated 
imemployment can be solved. 
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The woicl co-operation is used in sc\'cral senses. 
People arc said to co-operate or work together to secure 
let us say, a legislative reform or some other desired end. 
But the sense in which the term is used by economists is a 
narrower one, restricted to a special form of “Economic 
.Organisation in which t he people work together for definite 
busi ness purposes under certain definite ru les.” 

We ar(f accustomed in ordinary life to' think of com- 
petition rather than that of association as being the under- 
lying principle of the modern industrial structure. But 
a moment's thought will make it clear that our society 
is based on co-o peratiou-and not on competition as is often 
conjectured. In every day life we are so much dependent 
’ on each other that our very existence will become impos- 
sible if this mutual co-operation is withdrawn. 

Survival of the fittest is tlie watcliword of the modern 
capitalistic society. Some people believe that those who 
7 are inefficient, without any resource, incapable, and weak 
have no chance to survive and flourish. In their opinion 
competition eliminates those who are inefficient and in- 
capable and thus causes all-sided development of the 
society. But this principle attaches greater importance 
to individual interests over the interests of the whole 
society. It gives preference to individual profits over 
social profits and gives rise to serious inequality of wealth. 
This is the cause of class struggle in the society which is now 
taking a serious form. Abolition of private property and 
nationalisation of resources as advocated by socialists is 
due to the fact that this unchecked competition has enabled 
a few capitalists to exploit large number of masses. The 
rich becomes more rich and the poor ones are reduced to 
abject poverty. 
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In the present day industrial structure the small 
scale-producer the artisan has no' chance to survive against 
the competition of big factories and he has been forced to 
become a labourer in the same factories to be exploited 
by the owners of those factories. The Small man has to pay 
an exhorbitant price for credit and the small consumer is 
robbed by the shop-keepers when he purchases his daily 
requirements. In short the man of very small means is 
exploited at every step under the present industrial system. 

G o-operation wants to eliminate the com p.etitioiu 
and explo itation of die weak from the societ> ^ It is a move- 
ment of selHielp^ in- which men of small means by organ- 
ising themselves into co-o perative organisation seek to, 
get the same facilities a nd opportunities ^vhich men of 
good means enjoy. The small cultivator has to pay a very 
high rate of interest to the mahajan but by organising 
themselves into co-operative credit societies tliey enjoy 
better credit. Labourers and small consumers by organis- 
ing co-operative consumers stores enjoy the facilities of pur- 
chasing their requirements at a reasonable price and the 
quality is guaranteed. By co-operative producer’s organ- 
isation the labourers can own the ^vorkshop or the factoiy”^ 
in which tliey ^vork. The small artisans by co-operative - 
organisation can enjoy some of the facilities enjoyed by the 
big producers. 

In fact co-operation seeks to establish a ro-nperativft — 
commonwealth in tvhich there will be tio com petition — 
and each will work for the whole society. But this dream 
has not been achieved though the moverrient has done a 
great service to tlie society by enabling men of very 
small means to improve titeir economic condition, and 
stand againt the competition of rich men. 

Distinction between a Joint Stock Company 
and Co-operative Society: — In a joint-stock company 
also people associate among themselves for business but 
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it differs from the method of work adopted by a co-operative 
society. The rnfiin distinction being the profits in the 
former arc distribut ed in pro portiou _to-cach -member’s 
capital hofling and in the latter to his output of work or 
ofbusincssj the right of management alsojsycstcd among th e 
shareholders of a^mnt-stock co mpan y in proportion of their 
ca pital l3ut~ in a co-openojive society every member has 
equal voice in the m anagement^ of thc_socicty. In the 
ease of a joint-stock company new shareh olders jirc not 
taken in, once it becomes a paying concern. But the 
doors of a co-operative society arc kept open to any body^ 
who wants to become a member after it has been success- 
fully established. 'Jlic joint-stock company therefore is 
a union of capitaL aud-thc-CQ-oncrativc society is a union 
o.f person s. Co-operative Society, no doubt, uses capital, 
but it pays on it a fixed rate of interest, or in other words 
in joint-stock companies capital owns men, and in the 
latter men own capital. ThcTbrmerllicfcforc is known as the 
capitalistic system, and the latter as the co-operative systern. 

Thus a co-operative society is an association of the 
weak who gather together for a common economic need, 
and try to lift themselves and others out of weakness into 
strength through business organisation conducted for the 
common benefit of all who join it. The essence of co- 
operation is that each shall work for all and all for each in 
the attainment of their common good. 

Raiffeisen Co-operative Credit Societies : — The 

founder of rural co-o perative credit movement, was 
Jlaiffeisen of Germany ( 1818-1888) who was very much 
touched by the misery and poverty, of German peasants. 
He started his first credit society in 1864. U ntil 1879 
these societies made very little progress but after that year 
they rapidly developed. 

Objects 'The objects of starting such a society 
were, to provide for the peasant a bank at has d oors, to 
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divise a form of security which is within the reach of 
p easants, to en courage dirift among them, to dissuade 
them from borrowing for improvident purposes, to benefit 
them educationa lly as ^vell as materia lly; in other ^vords to 
emancipate them from the clutches of the money-lender. 

Main features : — The follo^ving are the main features 
of a Raiffeisen credit society: — (1) Limit ation of area to 
a villa ge, so as to secure mu tual personarknowledge_on_the. 
p art of member s. (2) No shares or, shar es^f-aljioininaL 
value. (3) Unlimited liability of the me mbers. (4) Loan s 
onIy~dbr productive purpos es^ their exp enditure being 
carefull y .superU sed. (5) Loans only to inembers. (4) 
Credit relatively for long periodsT^ay'one'fcrTHfee’years, 
wi th facilities tdr repayment by instalments. (6) The 
determination of every year by the members at a general 
meeting, t lie max imum credit ot each n^jm ber as welTa s 
die maximum total deposits receivable and of the loans 
diat may be taken up by the society. (7) Absence of profit- 
seeking, profits not divisible, but transferred to a per- 
manent;\ indivisible reserve fund. (8) "With the exception 
of secretory all the office-bearers should be. honorary; No 
payment to anyone for . the sendee ivhich he renders to the 
society. (9) Promotion of die rural as well as the material 
advancement of the members. (10) Expenses are kept 
low and even if such a society closes its business the reserve 
fund is to be utilised for die common good of die village and 
cannot be diidded among the members. 

Each member has only one vote. They form the 
general meeting. The general meeting fixes the rate of 
interest the maximum credit of each 'member, die maxi- 
mum amount of loans which the society can accept. It 
elects die managing conimittee and die coimcil of super- 
vision. The managing committee admits or rejects can- 
didates for membership and, decides all matters regarding 
management according to the decisions of the general body. 
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The council of supervision exercises general control over the 
managing committee and makes a periodical examination 
of the financial position of the society. 

Schluze Delitzsch Banks or Peoples Banks 
Schluze also started his co-operative societies in Germany , 
about the same time as Raiffeisen though both were un- 
aware of the efforts of each other. The first bank was 
established in 1850. 

, Objects These banks were started for the purpose 
of furnishing credit to small traders, employers, artisans, 
and the middle class men in towns. 

Main features ^The. main features of these banks 
are: — ^(1) The area of the bank is not narrowly limited. 
(2) Shares are of a high value. (3) There is no invisible 
reserve fund as in Raiffeisen societies though there is the 
usual reserve 'fund built by carrying 25 p.c. of the annual 
profits. (4)' Loans are made for short term. (5) Profits 
are divided among members. (6) Officials . are paid 
salaries. The directors who form the Board of manage- 
ment are all paid. (7) Loans are granted only for produc- 
tive purposes, but the purpose is not very closely scruti- 
nised. Bank confines itself to pure banking business. 
Usually these banks are of limited liability. 

The management is just on the same democratic 
lines as found in Raiffeisen societies. 

Beginning of Co-operative movement in India 

The peasant revolts in Deccan near about 1880 led 
to the appointment of a peasant revolt commission 
which held the chronic rural indebtedness as the root 
cause of those uprisings. This attracted the attention 
of the State towards the problem of rural inj leb^ 
tedness. In 1883 and 1884 Taqa vi loans act s were passed 
so 'ihaf the farmers may get credit at a reasonable rate of 
interest from the State. But these loans did' not become 
popular. The Famine Commission of 1901 recommended 
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the need of agricultural banks. In Germany the success 
of co-operative credit societies had attracted world-wide 
attention by now. And therefore Mr. Nicholson was de- 
puted by tlie Madras Government to study tlie German 
co-operative credit movement and report whetlier it will 
suit Indian conditions. Mr. Nicholson wrote a valuable 
report and vehemently advocated the establishment of 
co-operative credit societies in India. U.P. Government 
also deputed a civilian who also favoured the establish- 
ment of co-operative credit societies for helping the 
peasants. 

This led to the appointment of a committee on 
co-operation in 1903. On its recommendation the first 
Go-operative Act ofl904_was passed. , 

Co-operative Act of 1904: — It was a very simple 
piece of legislation. It allowed only credit societies to be 
formed divided into two classes known a s rural a nd urban, 
the former to be of unlimited l iability and the latter being 
free to accept l imited or unlimited liabili ty. Bodi 
kinds of societieswere authorised to accept deposits and 
loans, and could advance loans to members, and by 
permission of the Registr ar of Co-operative Societies, to 
other registered societies. U rban co -operative credit 
societies were permitted to pay dividend on shares after 
carrying 25 p.c. of the profits to tire reserve fund, while all 
profits of the rural societies were to be .carried to the 
reserve. Though after the reserve has accumulated to 
the proportion allowed by the by-la^vs profits to the extent 
of three-fourtlis could be distributed to members as bonus 
^vith the special permission of the Government. It author- 
ised the Provincial Governments to appoint in their res- 
pective provinces a registrar to whom the Act assigned the 
work of registration of the societies, their audit, inspec- 
tion, cancellation and liquidation. The Act laid down 
tliat any 10 personsahove~tlie~age oflS can form a society. 
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Members must be residents of the same village so tliat 
they may have mutual knowledge of each other. In rural 
societies 80 p.c. of the members must be’ cultivators and 
in urban 80 p.c. must be artisans and traders etc. Act 
also gave certain hxcilities to the Co-operative Credit Socie- v. 
ties. No income-tax is charged on the income of these 
societies. Societies do not pay stamp fee nor the creditor 
of a shareholder can get his share in the Co-operative 
Credit Society attached. 

The Act of 1912: — When the Act of 1904 was 
passed it was hoped that Co-operative Credit Societies will 
attract enough deposits for financing their members. But 
the hope was not realised. It was felt that working capital 
was needed for these societies and to supply the necessary 
capital central banks were needed. Central co-o perative 
banks were needed not only to finance tiic co-operative 
credit societies but to supervise and control them. But 
under the Act such central co-operative banks or affiliating 
bodies could not be established. Moreover the Act of 
1904 limited the co-operative movement to credit supply ’ 
only. And after the experience of seven or eight years 
of working showed that much progress cannot be made 
unless n on-credit cQ jQ^?erative — societies— arc developed. 
Such as ag ricultural marketing societies, co-o perative 
consumers stores, etc. The cultivator is not only exploited 
when he takes credit from the mahajah but he is also 
robbed when he sells his agricul tural p roduce and p ur- 
chases his requiremen ts.. Therefore only credit societies 
could not solve his problem. But the Act of 1904 did not 
provide for the establishment of non-credit co-o perati ve 
societies. And therefore in 1912 the second co-operative 
Act-was_passed. io_remo,ve. these defects. 

The new Act allowed the formation of Central Banks 

and unions with primary societies as their members, 
and societies for production, distribution, and ' for 
various other purposes besides credit. The old distinc- 
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tion between rural and urbai^ societies was done away 
■with as being artificial and inconvenient, substituting a 
distinction based on the character of a society’s liability 
as limited and unlimited. The distribution of profits 
in unlimited liability societies was allo-sved with the general 
or special sanction of local Government. Autliority was 
given to the Registrar to delegate some of his powers to 
others, and the use of the word ‘co-operative ’ ^vas restric- 
ted to societies registered under the Act, it also prohibited 
otlier concerns from adding that word to their name or 
title. ! All the societies were allo-wed to set apart not more 
tlian 10 p.c. of their profits for education and charitable 
purposes after 25 p.c. has been reserved. It ^vas also 
provided that the liability of a society of \s-hich a member 
is a registered society shall be limited, while that of a society 
of \vhich the object is to provide credit to its members and 
of which the majority are cultivators shall be unlimited, 
and. that in all other cases it shall be optional. 

After the introduction of the . diarchical form of 
Government in the prownces under the Government of 
India Act 1919 the prownces were given the* option either 
to be governed by th e II Act of 1912 or t o. pass their own 
Acts. Bombay ^vas the earliest to avail this option ^vith 
its Act of 1925. Madras with its Act of 1932. Bihar and 
Orissa \vith its Act of 1 935._ Coorg Avith its Act o f 1936 and 
the last was Bengal witli its Act of 1940. In the rest of 
provinces the. Co-operative Societies Act of 1912 is still 
in force. The tendency of these provincial legislations 
has been on « the ^vhole to strengthen official control over 
the movement. The Indian states have got tlaeir o\m 
Acts modelled on the lines of British Provinces .A,ct. 

The defect of the Co-operative Acts is that the 
Registrar is tlie centre_pf the p icture and not the Society, 

, Tlie Registrars powers arc ^sutvidc-and-unlim ited that a 
democratic and popul ar m oveme nt ca nnotygrow. 
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Maclagan Committee on Co operation (1914-15) ; — 

In order to enquire into the soundness, economy, and 
finaneial position of the movement the Government of 
India appointed a committee on co-operation under the 
chairmanship of Sir Edward Maclagan. With the pub- 
lication of this classic report in J9154 hc co-operative move- 
ment entered on the second stage. The first stage of 
‘initial effort and planning’ ended with it. After exa- 
mining the movement in all its aspects the Committee 
made important and far-reaching suggestions for the 
improvement of co-o])crativc societies and there exten- 
sion. 

The Maclagan Committee held that the following 
are the defects which hamper the growth of movement : — 

(1) Defective organisation; — The co-operative 
organisers in their zeal to organise more co-operative 
societies do not educate the members in the principles of 
co-operation and therefore they lack in co-operative 
’spirit. 


(2) Illiteracy; — Ignorance and illiteracy of the 
mass of rural population creates a number of serious diffi- 
culties in the way of management, supervision, and for- 
mation of societies. 

(3) Selfishness of the Punchayatdars ; — The 

Puncha’s mis-appropriate the bulk of the loans by means 
of benami transaction, and are guilty of criminal negli- 
gence of duty, of mismanagment, and fraud. 

(4) Nepotism ; — Favouratism in advancing loans 
is often shown by the Punehayatdars to their relations and 
friends and also in repayment of loans. Punctuality in 
repaying loans is not rigidly enforced. 

(5) OflB.cialism ; — The notion that co-operation 
is a Government charity or the societies are ‘Sarkari Banks’ 
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militates against the success of tlie moveirient. 'When we 
think of co-opertion in India we do not call to memory 
the great servant of humanity “Raiffeisen” but the mer- 
cenary Registrar of co-operative societies. 

Red Tapism ; — The delay in obtaining money 
derives the cultivators to seek shelter in die clutches of the 
money-lender. 

Maclagan Committee therefore laid great stress on 
better organisation, strict supervision, and inspection of 
die co-operative societies. They also recommended that 
the Provincial Co-operative Banks should be established 
to complete the financial side of the movement. In res- 
ponse to this Provincial Co-operative Banks have been 
established in all provinces except N.^y.F.P. and centrally 
administered areas. The states of M ysore and Hyderabad 
also have apex- banks similar to those of Provincial 
banks in British Provinces. 

'With the co-operation becoming a transferred 
subject under the Government of India Act of JRL2, further 
impetus ■was given to the movement by the ministei's in 
charge and the period between 1915 and 1929 was marked 
by large expansion of the movement in almost all the pro- 
vinces. This is called die period of unplanned expansion. 
Then followed from 1929-30, acute economic depression 
in India by catastrophic fall in die prices of agricultural 
products and of agriculturral land. The co-operative 
movement received a serious set-back in every pro'vince 
and programmes for the rectification and consolidation, 
or rehabilitation and reconstruction in all provinces 
have taken the place of expansion and development. This 
may be called the period of ‘set-back and reorganisation’. 
The war brought about rise in die price of agricultural 
prices and this naturally relieved die situation. The 
movement began to show signs of recovery. 

7l 
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The progress of the Co-operative Movement. 


Period average for 5 years. 

Number 

of 

Soeieties 

in 

thousands. 

Number 

boeieties 

in 

Lakhs. 

Working 
. capital 
in crorcs 
Rs. 

From 191041 to 191445 .. 

12 

5.5 

5.48 

„ 191546 to 1919-20 .. 

28 

11.3 

15.18 

„ 1920-21 to 1945 

58 

21.5 

36.36 

„ 1926 to 1930 

94 

36.9 

74.89 

„ 1931 to 1935 

106 

43.2 

94.61 

During 1937-38 . . 

111 

48.5 

103.2 

„ 1938-39 .. 

122 

53.7 

106.47 

„ 1939-40 “.. 

137 

60.8 

107.10 


Rural Primary Co-operative Credit Societies 

The primary co>opcrativc credit societies form the base 
of the federal structure of the co-operative credit move- 
ment. As Mr. Wollf graphically observed. “It is the 
local society — the single brick at the bottom layer upon 
which the intended fabric has to rest. 

The membership is open to any person of good 
character without any distinction of caste, creed, and call- 
ing. The only condition is that they must be resident of the 
same village. If the village is too big more than one society 
is established. Otherwise .area of operation is restricted 
to a village. Rural primary co-operative credit societies 
are organised on Raiffeisen model with unlimited liability 
which is in practice an ultimate contributory liability 
arising only on the liquidation of the society. This liabi- 
lity of a member subsists for two years after the cessation 
of membership. A Haisiyat or property register is kept 
for record of tangible assets of the members; based 

upon it, their maximum credit is fixed by the general 
meeting. 
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The rural primai^’^ societies may have share capital 

or no shares. In U.P. Punjab, and Madras the societies 

« 

mostly have shares of Rs. 10 or Rs. 20 each and in the rest 
of provinces societies are without shares. These societies 
obtain their ^vorking capital by shares (in some provinces) 
by deposits from members and non-members, and by 
loans from central and provincial co-operative banks. 
Entrance fee, and reserve fund also add to the working 
capital of these societies. The Central Banking Enquiry 
Committee depricated the attraction of deposits from non- 
member at a high rate of interest. They are to act as 
saving banks and promote thrift. The maximum value 
of shares held by an indi\ddual is restricted. The shares 
are exempted from the attachment or sale by courts in 
insolvency proceedings. Every member has only one vote 
irrespective of the shares held by him. An elected mana- 
ging committee (Punchayat) with a president (Sarpimch) 
and a paid or elected honorary member secretary under 
the general boby of shareholders ' (General meeting) looks 
after the management of the society. Loans are-granted 
.only to members. The loans are based on tlreir object 
and the repaying capacity of the borrowers, and are 
granted to the extent of 50 p.c. of indmdual assets of mem- 
bers, for cultivation expenses, purchases of fodder, imple- 
ment and cattle, personal maintenance, litigation, and 
ceremonial expenses but not for speculation and wasteful 
expenditure. Unproductive loans a«0 given sparingly 
for smaller amounts and shorter periods than productive 
loans. But members frequently apply loans taken for 
productive purpose in xmproductive and wasteful acti- 
vities. No check is kept on the misapplication of loans in 
India. Loans are advanced mostly on personal security 
of the bor^o^vers and sureties and sometimes on tlie 
mortgage of property. The rate of interest varies from 
province to pro\'ince and within die same province itself. 
If diere are reasonable grounds like failure of crops exten- 
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sion is usually granted. All societies have to create and 
maintain reserve fund out of profits. Societies without 
shares, credit the entire profits to an indivisible reserve 
fund whereas tliose with share capital credit a substantial 
portion to the indivisible reserve and distribute the rest 
as dividends with the sanction of the local Government 
after the Reserve fund has reached a certain figure. 
Some societies give loans out of the reserve to their 
members while others deposit them with Central Banks. 
The Gektral Banking Enquiry Committee has approved 
the latter practice. 

The primary credit society enjoys a number of 
privileges. It has a prior claim in case of Government 
dues over other creditors of its members for agricultural, 
loans. But there is no specific charge. The Bombay 
Provincial Act converted this prior claim into a first charge. 
It has been adopted by other Provincial Co-operative Acts 
as well. The primary societies also enjoy certain, privileges 
in the matter of registration and stamps, money order com- 
mission, and are exempt from the payment of income-tax, 

The proper role of the rural credit societies in the 
scheme of co-operative finance has now been practically 
settled in favour of idea that it can safely and usefully 
provide only short and medium term credit. Loans for 
long term purposes such as discharging of old debts are 
no longer advanced by these societies.’ 

The question of converting rural credit societies into 
multi-purposes societies with the addition of accessory 
function is one which is engaging increasing attention. ' 
In U.P. 1,000 rural credit societies have been transformed 
into what are called rural banks with limited liability. 

In the year 1940 there were in British India and 
Indian States l,18,-744. agricultural societies of which 
1,01,401 or 85 p.c. were credit societies. The total 
membership was 41 lakhs and their aggregate work- 
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ing capital was Rs. ' 30.5 crore s. The aggregate paid up 
share capita l was Rs. 4.08 crores and the reserve and other 
funds Rs. 8,27 crores. The owned fundr~ thus represort-^ 
40 p.c. of^lie“lvorkmg^pital. Deposits were received 
to the extent of 2.5 crores and loans from central banks 
amounted to little less' than ~Rs. 16 crores. 

There is however some weakness in o\vned capital, 
the reserve funds have been created without adequate pro- 
visions for bad and doubtful debts. The reserve fund is, 
in fact a reserve accomit which is being diminished by the 
accumulation of irrecoverable debts. Heavy overdues 
were allowed to accumulate and the situation has become 
serious particularly, in Bengal, Bihar, Orissa, Berar and 
G.P. It may be said that credit co-operative movement 
tliere has nearly collapsed. The position is not so bad in 
other provinces but not quite sound anywhere. This can be 
found out by the audit classification of the societies ^vhich 
shows that most of the societies are placed in C. and D. 
classes meaning very weak and financially unsoimd. In 
1940 more than 10 thousand societies were under liquida- 
tion involving more than Rs. .3 crores of capital. This 
shows that the' rural credit societies are not doing well. 

. Urban Credit Societies The urban credit 
societies are the most suitable agencies for non-agricul- 
turists and cater for the financial requirements of small 
traders, artisans, petty shopkeepers, contractors, salaried 
men and wage-earners. . The joint stock banking in India 
is very little developed in smaller towms there are no bank- 
ing facilities worth the name. Small traders, wage- 
earner and artisans are in the iron grip of the dealer, the 
mahajan, and thus there is a wide scope for urban credit 
sobieBes. These are organised on the Schulze Delitzsch 
rhodel of German credit societies, and Luzzati t)q)e of Italy, 

, Urban banks have taken different forms in this 
country chiefly in' search of a common bond for the forma- 
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tion of society. They may accordingly be classed under 
three principal categories (1) Peoples bank s that are fo und 
in larg e numbers in Bombay and Madras Presidencie s. 
liTTH^e provinces almost all important towns are served 
by such banks. (2) Employees or salary earner’s banks. 
These predominate in*~' Bengal and B ombay. (3) The com - 
munal .^banks which prevail chiefly in Borribay. The 
woTking’lySem of these banks is similar. 

Working Capital : — The working capital of the 
bank is obtained by share capital, deposits from members 
and non-members. Most of the urban banks are in a posi- 
tion to attract sufficient working capital by means of de- 
posits and therefore they do not stand in need of outside 
loans, except for temporary accommodation from Central ' 
Banks and Provincial Banks generally on the security of 
their own deposits placed with them. These banks accept 
all kinds of deposits current, savings, and fixed. Reserve 
fund also supplies the working capital. 

The affairs (Jf the bank are governed by a Committee 
or Board of Management elected by general meeting. 
The Committee members generally render free service. 
The Committee has the power to admit members, to 
receive deposits and loans, to sanction loan to mernbers 
to appoint paid staff, to appoint Secretary and Chairman. 
Day to day work is carried on by a paid staff. 

Loans form the main and in most cases the only 
business. The usual period is one year and repayment- 
is usually by monthly instalments. Cheque and Bill 
business is also carried on in Bombay. 25 p.c. of the profits 
are carried to the reserve "fund and the rest is distributed 
among the members. . ' . ^ 

There are at present only. 6,951 urban credit socie- . 
ties and banks. The number includes the Peoples Banks 
of Bombay and Madras. Salary earner’s bank of Bengal 
and Bombay and Thrift Societies of Punjab. . 
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Central Banks or Banking Union : — ^The pri- 
mai'y rural credit societies could not attract sufficient 
deposits to finance their members to overcome this diffi- 
culty, the societies combine to form a Central Bank or Bank- 
ing Union. These Central Banks operate in an area 
varying from a Taluka to a District. These banks being 
situated in a towr and operating in a larger area are able to 
command more deposits. They not only supply the defi- 
ciencies of a society in need of funds but also take over the 
idle balances in the hands of those who have surplus funds 
and thus act as balancing centres. 

These banks are of limited liability. In Banking 
Unions membership is confined to primary societies only. 
But all the Central Banks are of a mixed type tlie mem- 
bership being open to individuals also. The object of 
having individual members is to have on the board of 
management a few persons of influence and experience 
business men with a view to inspire confidence among the 
investing public. 

The managing board of a Central Bank consists^ 
of representatives of indi\ddual membei's and of primary 
societies, the latter generally forming the majority. The 
affairs are managed by a paid manager and a staff ^vork- 
ing under him. . 

The main business of tlie banks is to advance loans 
which are made only to societies and not to individual 
members. The capital of these banks is formed by shares 
(Rs. 50 to 100/ each) and deposits of all kinds. In U.P. 
current deposits are not accepted. 

In making loans to " rural societies the Bank fixes 
tlie maximum credit to be allowed to the society from 
which the latter has to draw as and when the needs-of the 
members arise. This is called the normal credit of the 
society, 25 p.c. of the profits are contributed to reser\-e 
Jund. ~ 
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There are_59^Co-opcrative Central Banks and Bank- 
ing Unions in India. 484- in British India and 110 in 
Indian States. Punjab 120, Bengal 117, U.P. 707~TB ihar 
and Orissa together GSpTkP. 35, Assa m 20, Bombay 1.1, 
Madras 30. TheiFlnembership consists of nearly 1,04,000 
societies''*^d 80,000 individuals, their aggregate working 
capital is R'srn9.21 crorcs of which paid up capital 
amounted to IS. 2.65 crores and Reserves Rs. 4'.2 crores. 

Co-operative Land Mortgage Banks The loans 
advanced by Co-operative Credit Societies to their 
members and by tire Central Banks to their affiliated 
societies are from their very nature of deposits (one to 
three years) for short and intermediary term only. Thus 
' for the the rural co-operative credit societies did not provide 
redemption of old debts or for increasing the earnings 
of agriculturists, which alone would prevent any further 
indebtedness and pave the.way for paying off the old debt. 
The need for long term loans to the agriculturists for land 
improvement, for the redemption of old debts is very 
urgent and the time has come for the provision of this 
facility by starting of land mortgage banks. 

There arc three main types of such banks. The 
strictly co-operative type is an association of borrowers 
who raise credit by the issue of mortgage bonds on the 
security of their land bearing interest and made payable 
to bearer. The commercial type works for profit and 
declares dividend and is suitable for big zamindars. The 
third type quasi-co -operative has a • mixed membership 
of borrowers and non-borrowers. The banks organised 
in India are in a sense of the co-operative type though 
strictly .speaking they belong to the qua!si-co-operative 
type as they admit a few non-borrowing individuals for 
attracting initial capital as- Well as business' talent, organis- 
ing capacity and efficient management. 

Working Capital ; —Shares are not essential for 
such banks because they do not provide even a ffactidn 
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of capital which these bank need. The reason why they 
have been introduced in India is partly to afford addi- 
tional security to debenture holders and partly for getting 
ready capital for working expenses. Nor these banks 
receive any deposits as they finance the cultivator for 20 or 
30 years and such long term deposits will not be available 
at a reasonable interest. Therefore the main source of 
capital of these banks must be the issue of debentures. 
As soon as a member applies for loans his title in his land 
is scrutinised and the land is mortgaged to the bank on the 
security of the mortgaged land debentures are issued to 
the public and capital obtained for financing the borrowing 
members. 

If primary mortgage banks issue debenutres they 
would be driven to compete with each other in the market 
and will have to pay high rate of interest. It is, therefore 
necessary that debentures should be floated by a single 
central agency, i.e., the central land mortgage bank. In 
India Bombay and Madras have central or provincial 
land mortgage banks othervvise in other provinces the 
provincial co-operative banks finance the primary land 
mortgage banks or float debentures on their behalf. . 

The usual practice is that tire member pays off his 
old debt in lump sum and pays in regular instalments 
to the bank. The maximum amount of loan to be given 
is fixed in different provinces and .it varies from Rs. 5,000 
to Rs. 10,000 and the period also is fixed which varies for 
10 to 20 years or even 30 years in some cases. The maxi- 
mum amount of loan given to a member does not exceed 
50 p.c. of the value of his landed property mortgaged with 
the bank. So that if the value of land falls the bank may 
have enough margin to recover its loan. In giving long 
term loan the most important point for consideration is 
.whether the borrowers’ income MU leave enough margin 
after all the expenditure is taken into account, both agricul- 

72 
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tural and household. ^Vhcrc the margin is nil there is no 
scope’ for mortgage credit, because it is out of this net saving 
that tlie borrower has to pay the instalment of his mortgage 
loan. 

Go-operators feel the need of active assistance of 
government in the form of guaranteeing the interest on the 
debentures issued by the land mortgage banks and also 
'by guaranteeing the capital. Punjab and Madras govern- 
ments have guaranteed the interest on a certain amount 
of debentures issued by the land mortgage banks. They 
have also been made trustee securities in Madras, i 

Land mortgage banks were first started in Punjab 
in 1920. There were 10 land mortgage banks but now they 
have ceased to work and arc in a process of gradual liquida- 
tion. In Orissa there is a provincial land mortgage bank 
but it finances individuals directly through its branches as 
there are no primary land mortgage banks. In Assam, 

, Bengal, U.P. and Ajmer and Merwara there arc less than 
half a dozen primary land mortgage banks each. In 
Central Provinces there arc 21 land mortgage ' banks and 
they have made some progress. The provincial co-operative- 
banks finances the land mortgage banks. It issues deben- 
tures and operates through a separate long term credit 
section. Bombay has 17 land mortgage banks. Madras 
has the largest number of land mortgage banks in India 
119. Among Indian States Mysore, Baroda and Cochin 
have made some progress in regard to land mortgage 
banking. 

Two important problems connected with land mort- 

■ gage banks are still to be decided. , The most important of 
' tliem is the question of Government guarantee for deben- 
tures. Another important question is tlie grant of second 

■ loans for land improvement and other necessary purposes 

■ for it would be inadvisable to let those who have already 
- borrowed from land mortgage banks to go to an outside 

creditor for such purposes. 
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Provincial Co-operative Banks or Apex Banks ; — 

The central banks in turn are federated in bigger banks 
called Provincial Co-operative Banks or Apex Banks' \vhich 
co-ordinate and control to some extent the working of and 
act as financing agencies and balancing centres of working 
capital Cf central banks. They act as a link bet^veen' the 
provincial money market on the one hand and the co- 
operative credit societies on the other. They grant -cash 
credit and discounting facilities to central banks. Ordinarily 
they do not deal with primary. societies directly except in 
places where the central banks do not exist. They admit 
a large number of individual shareholders. Besides the 
individual shareholders they have central banks and co- 
operative societies. Bodi in the general body and the Board 
of Directors there are representatives of the central 
banks and co.-operative societies and individual share- 
holders, 

All Apex Banks both in British India and Indian 
States depend for their \vorking capital largely on deposits 
from their affilated co-operative societies and also from the 
public, their o^vn share capital, reserve fund, short term 
loans, cash credits and overdrafts from the imperial 
and other joint-stock banks. They lend only to central 
banks and primary co-operative societies. Besides 
financing co-operative societies they carry on ordinary 
banking business such as collecting liimdis and dividends 
from companies and collecting the pay and pension of 
public servants. 

They accept all kinds of deposits, fixed, saving and 
current and therefore they are required to keep sufficient 
fluid resources and cash reserves for meeting the with- 
drawals of deposits. They have been kept on the ‘‘approvfed 
list” of tire Reserve Bank of India and like the scheduled 
banks get free remittance facilities and rediscoimting 
. co-operative papers, cash credits and overdraft facilities.' 
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There are 11 Provincial Co-operative Banks in 
India 9 in British India, Madras, Bombay, Bengal, Bihar 
and Orissa, Punjab, C.P., U.P., Sind, and Assam an4 two 
in Mysore ai>d Hyderabad. U.P. was the only major 
province which had no such bank and its establishment was 
badly needed. On the 19th January, 1945 the U. P. 
Provincial Co-operative Bank was established at Lucknow. 

■ All these banks have formed the Indian Provincial 
Co-operative Banks’ Association for co-ordination, pro- 
motion of common interest and supplying information 
as to each other’s financial needs. The Maclagan Com- 
mittee had recommended the establishment of an All- 
India Apex Bank to provide re-discounting facilities and 
elasticity of operation to the Provincial Banks, but now that 
the Reserve Bank provides such facilities there is no need 
ol an independent All-India Co-operative Bank. 

‘ Co-operative Credit movement and the Reserve 
Bank According to Section 54 of the Reserve Bank 
Act provision was made for the creation of an Agricul- 
tural Credit Department and under section 55 for the 
submission to the Governor-General-in-Council of a report 
on tlie extension and improvement of the machinery for 
agriculture credit. 

The Agricultural Credit Department of the Bank 
was created in 1935, Its statutory functions are: — 

(1) To maintain an expert staff to study all questions 

of agricultural credit and be available for consultation by 
the Central Government, Provincial Governments, Pro- 
vincial Co-operative Banks and other banking organisa- 
tions. ^ ^ _ 

(2) To co-ordinate the operations of the Bank in 
connection with agricultural credit and its relations (with 
provincial co-operative banks and any other bank or organ- 
isation. engaged in the business of agricultural credit. 
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The Reserve Bank issued two valuable reports regard- 
ing the reorganisation of the co-operative movement in 
1936 and 1937 with the follownng suggestions ; — 

(1) ^Vhere indebtedness has growTi beyond any 
reasonable capacity of the debtor to pay the debt must 
be reduced. 

(2) Total future liability (after the liquidation of 
previous debts) of the agriculturists might be so limited 
as to enable the debt to be liquidated after providing for 
the bare necessities of life within a period of 30 years. 

' (3) The agriculturists must not be allowed to 

borrow from more tlian one source. 

(4) The first step necessary for putting the co-opera- 
tive movement on its feet is to disentagle those assets which 
represent long term debts. 

(5) Adequate representation* should be secured to 
tlie depositors on the boards of pro\dncial and central 
co-operative banks to check over borrowing and undue 
leniency in die matter of recovery. 

(6) Loans must be strictly limited to cultivation 
finance which can be repaid out of the proceeds of the 
harvest in a normal year. ^ 

(7) If loans are not repaid within the stipulated 
period immediate steps must be taken to recover tlie amount 
or -wind up the society unless there is a crop failure. 

(8) Co-operative Societies Act might be amended to 
give then! a fixed charge upon produce obtained -with 
the aid of loans advanced by them, and to render liable 
3 months imprisonment any cultivator-borrower who 
disposes of his produce without repaying this loan. 

(9) Overdues should be brought down to a level at 
which there is a reasonable prospect of repayment out of 
the profits of agriculture -within a reasonable period, say. 
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20 years, partly by writing them off from reserve and partly 
by recovery from sale of members’ assets. 

(10) The primary society which is the pivot of the 
whole movement must be reconstructed, so as to bring the 
whole life of the cultivator within its ambit, that is, they 
should be converted into multi-purposes societies. 

(11) Closer contact should be established between 
co-operative banks and first class commercial banks. 

(12) Land mortgage banks should not exclusively 
concentrate on liquidation of old debts to the neglect of 
far more important work for supplying finance for im- 
provement of land which would be productive of permanent 
benefit to the agriculturists. 

(13) Credit Societies must build up their own business 

on their own resources and on lines which do not lay reliance 
for day to day needs on an outside or even the central 
institution. * 

(14) Co-operative Banks cannot expect /Reserve 
Bank to supply normal finance or to act as the Apex Bqnk 
of the movement. The Reserve Bank can come into the 
picture only when the ordinary pool of commercial credit 
appears inadequate to meet the reasonable business re- 
quirements of the country. 

The financial relation of Co-operative Banks 
and the Reserve Bank:— The Reserve Bank gives free 
remittance facilities for co-operative /purposes and for 
others at nominal charge between the office centres,, and 
the Imperial Bank does so between its branch centres. 
The Reserve Bank gives credit facilities, to agriculture in 
the following manner ; — ^The Provincial Co-operative 
.Banks have been made scheduled banks and get redis- 
comiting facilities. The Reserve Bank is allowed to buy, 
se ll and rediscount agricultural bills and pronotes endorsed 
by a scheduled bank or provincial co-operative bank drawn 
for 'ffie pjarpose^ of financing seasonal agricultural opera- 
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tions or the inarketing of crops and. maturing within 9 
months. It is audrorised to make loans or advances for 
90 days to provincial co-operative banks and central land 
mortgage banks declared to be pro\nncial co-operative 
land mortgage banks and through them to co-operative 
central 'banks and primary land mortgage banks against 
die ^ecurity of (a) government paper {b) approved de- 
bentures of recognised land mortgage, banks which are 
declared trustee securides and which are readily market- 
able. Further it can extend advances for 90 days to pro- 
\nncial co-operative banks against the security of (a) pro- 
notes of central co-operative banks drawn for financing 
seasonal agricultural operations (6) pronotes of approved 
.co-operative markedng or ware-housing sociedes endorsed 
by provincial co-operative banks and drawn for marketing 
of crops, and (c) prohotes of proiincial co-operadve banks 
supported by warehouse receipts or pledge of goods against 
which a cash credit or overdraft has been granted by 
die provincial co-operadve bank, to marketing or ware- 
housing sociedes. 

Co-operative Credit Movement and general 
banking ; — ^The Co-operative Credit Sociedes have seriously 
challanged the position of money-lenders in die inllages 
and damaged their monopoly position. Though the 
\dlla'ge money-lender still dominates the scene and he is the 
main-supplier of the credit in rural areas. If money-lender 
could be brought into the fold of co-operative credit 
movement it would have strengdiened the movement. 

There is littie competition between the commercial 
and co-operative banks at present because their respec- 
tive sphere,s of actiinty are widely apart but the joint-stock 
banks and even the Imperial Bank has' levelled the charge 
that co-operative banks compete with them in attracting 
deposits because of their prhileged position, and in pur- 
chasing drafts and selling remittances etc., there has been 
unfair competition firora the co-operative banks. The 
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Governor of the imperial Bank suggested before the Central 
Banking Committee that co-operative banks should 
confine themselves to co-operative banking and should not 
be 'allowed to compete with the commercial and indigenous 
bankers in other banking business. But the Central Bank- 
ing Committee did not agree and recommended that they 
should be allowed cheque transactions, and remittance 
business, and granting of credit on current accounts. In 
fact banking facilities are so rare in small towns in India 
that the co-operative banks should be encouraged to take 
up this business rather than be discouraged.^ 

NON-CREDIT CO-OPERATION. 

The Co-operative Act of 1904 did not provide for the 
establishment of non-credit societies. It was felt that 
non-credit societies should also be started to help the poor 
and weak in improving their lot and hence in second .Co- 
operative Act of 1912 provision was made for the establish- 
ment of non-credit co-operative societies. Still the pre- 
ponderance of credit societies persists to this day though 
consolidation of land hol dings societies, be tter living 
s ocieties , sale an d purchase societi es, housing,^ produ_ction 
and insuranc e so cieties etc. have been developed yet 
their numbers are not very large and credit society is still 
the predominant type. To some extent it was natural 
because the problem of rural finances led to the starting 
of the co-operative movement in India and therefore the 
co-operative departments mostly concentrated their atten-" 
tion on the co-operative credit societies. But now the need 
of developing non-credit societies is being keenly felt and 
efforts are being made in all the provinces to develop these 
societies. », 

’ l 

The chief object of the /Co-operative tttovement in 
India is th ^conomlc emancipation of the masses ^\'hich can 
only be achieved by bringing about revolutionary changes 
in the present day economic system of the country. The 
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villages are in .the grip ofmahajans and the- oppressive 
landlords, the villagers are suffering from proverbial 
poverty of tlie extreme t)'pe, chronic ind ebtedness, s.qualor 
and disease; and ignorance. They are being exploited 
at every step! All this can only be checked by promoting 
an all-round co-operative actitdty and not only by pro- 
viding co-operat e credit The cultivator does nOt get a 
reasonable price for ‘his crops, the \dlla.s:e money-lend er 
tvho also happens to be a dealer in agricultural produce ex- 
ploits him by paying a lower price for his produce. The 
cultivator purchases his r equirements at an unreasonab ly 
high , pric e from the same dealer. Thus he can only be 
saved from being exploited when the mahajan is supplanted 
by tlie co-operative society in every field. The Provincial 
an jd Central Banking Inquiry ^Committees also stressed 
tlte need of attaching tire co-operative credit movement to 
co-operative marketing so that the full benefit of co- 
operative credit may be reaped by the criltivators by the 

elimination of middlemen. 

> 

To enable tire Indian cultivator, to free himself from 
tire c rushing Avei.g ht of his indebtedness it is necessary 
tliat he must be placed on ‘ surplus economy’ that is 
tliere must be a little surplus left annually after pacing 
the cultivation expenses and his family’s maintenance 
expenses. To secure this 'surplus his m any-s ided .exploita- 
tion will have to be sj ^ped, all waste will have to be checked 
and his pr oductive capacity wiiriiaw to bejncreasedi This 
can only be done by a plan of all round co-operative acti- 
vity and not only by supplying him co-operative credit. 

Recently the idea has gained ground that co-opera- 
tion instead of_dealing pfec emeal with its' members should 
cater for all their needs. The divorce of credit firom pro- 
duction, distribution, and consumption or from - supply 
and sale must be given up. The single purpose society 

must be replaced by a multi-purposes society so that one 

- - . - - 
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society- may deal witli tlie whole man to encompass tlic 
entire life of ithe peasant within its ambit. • This course has 
been strongly advocated by the Agricultural Credit Depart- 
ment of the Reserve Bank in India in its statutory report 
and several bulletins. 

A credit society for example may redeem members’ 
debts tlirough a land mortgage bank , purchase implements, 
bullocks, manures, s eed etc., and sell their produce co- 
operatively, encourage the development of subsidiary indus- 
tries, avoid litigation through arbitration, improve, crops 
by consolidating tlic land holdings, and supply improved 
seeds and implements, provide medical relief, improve 
sanitation and drainage, and cut down ceremonial expenses 
and spread education through propaganda and organisa- 
tion of adult and night schools, libraries, reading rooms 
and provide healthy recreation by introducing cheap and 
popular games, organising open air dramas, and village 
melas etc. The start can be made by a society beginning 
with only one phase of the problem like credit sale, pur- 
chase or better living and then gradually other activities 
can be taken up to make a better and fuller, life for its mem- 
bers and to secure a surplus income for the cultivators. 
To enable the primary co-operative credit societies to 
perform all the abovementioned services Banking Unions 
on the model of Kodinar Union should be developed as 
financing agencies. 

Though there arc avcII known co-operators in India 
who do not favour this idea of converting the credit societies 
into multi-purposes societies because they think tliat the 
amalgamation— Qf —Gt^it and ngii-credit business in one 
^'SO ciety is risky and , because of organisational difficulties 
yet this idea has found favour with most o f offic ials and 
-noruofficials in India. In fact the popular ^ ministries and 
specially the Congr ess ministrie s gave a push to all - round 
co-operation with great vigour and entliusiasm. They 
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realised that the establishment of multi-purposes societies 
was imperative for complete remodelling of villagePs^ife. 
In United Provinces, under the able guidance of Dr. K. N. 
Katju, 1,000 mu lti-purposes societies nartied.as rural banks 
were started. 

The non-credit societies, broadly speaking, can be 
discussed under two heads, agricultural and non-agricul- 
tural. 

v^GRIGULTURAL NON-GREDIT SOCIETIES. 

Gonsolidatian of land holdings : — ^While tlie evils 
of fragmentation are obvious the remedy is not easy to 
find. The co-operative consolidation experiment was 
first of all made in Punjab in the year 1920. 

The object of consolidation of holdings society are 
to secui’e a beneficial rearrangement of holdings and to 
prevent loss and waste by fragmentation. It is necessary 
that every member must be a land owner, or occupancy 
tenant, or having interest in tire land. Every member 
has to sign a statement that he agrees to the principle of 
re-arrangements of scattered holdings so as to secure 
compact blocks of field, to submit to any arrangement 
approved by two-thirds of the members in the general 
meeting. 

All important matters are decided at the general 
meeting and confidence is gained by strict adherence to 
democratic principles. It decides the main principles 
to be observed such as the kinds of lands, \yhether minor 
differences as to trees, wells etc. should be made good by 
money payments and so on. Thereafter a scheme is 
prepared for tire re-arrangement of holdings if two- 
thirds of all members accept the scheme it becomes binding 
on all otherwise it is discarded. 

In fact reliance is placed on persuasion and not 
upon the element of compulsion in making members 
accept the new arrangement. No one is asked to agree to 
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the re-arrangemcnt until he has a new iiolding marked 
out on the ground. 

In certain cases tlic achievements liavc been spec- 

* 

tacular. In Gurdaspur district 10 vill ages ^vcrc consoli- 
dated and 4,173 acres of land divided into 1,099 blocks 
was reduced to 58. Innumerous tiny plots are reduced 
to a small number of big sized fields is the common day 
experience of those \s'ho arc engaged in this work. The 
benefits are numerous, they can be summarised as under ; — 
j^tigation and quarrels, decrease, rents rise, outturn o f 
croi^ increases, nevTlvastc land is brought under cultiva- 
tion, dry land has been brought under irrigation, thousands 
of wells h^e been sunk, access has been obtained lo- 
road-ways^^ stray ing~caTtrc~luKrtrcs 

has disappeared, village houses have improved,- farming 
has become more intensive, fTtriTplants ha\^ been plahtccT, 
social amenities have be en provided and~rclil commu nity ~ 
spiri t has besfun to appear, p casantsJia.vc~bcgun_,tQ__livc 
on their' Jand. 

It is easy to enumerate these results, but difficult 
to produce them where ' everyone has to be satisfied and 
conflicting interests reconciled. Technical difficulties 
too abound and underlying all is the peasants passionate 
love for his land. .Everyone fancies that his ancestral 
plots are the best and dislikes the idea of exchange. Very 
small owners of a plot or two see no advantage -in consoli- 
dation. Mortgagees oppose any alterations, and occupancy 
tenants fear that their rights may be lost if there possession^ 
is disturbed. Some owners have migrated to distant 
plaee and tlieir consent cannot be obtained. The village 
patwari hates consolidation because his source of income 
is threatened. Old men hate to be disturbed and minors 
require speeial consideration. The bigger men have some- 
times- got more than they are entitled to and repartition 
would take tliis away. 
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It sometimes happens that the refusal of one or two 
individuals at the very last moment wastes- the entire 
labour. The work demands utmost sympatliy and labour. 
Therefore it is urged that consolidation of land holdings 
should be carried out by legislation. Though consolida- 
tion by co-operative method is very valuable because it 
does not bring in any compulsion in the. matter of trans- 
ference of land from one cultivator to another but the work 
of consolidation is carried on .very slowly and this is why 
the opinion is gaining ground that legislation should be 
passed to ‘compel a small minority to accept a scheme 
which has been accepted by the majority. In C.P. the 
consolidation of landholdings was carried on by the 
Government staff under the Consolidation Act. In 1936 
Consolidation Holdings Act was passed in Punjab and con- 
solidation work is being carried on by the Revenue De- 
partment along with co-operative consolidation societies. 
In tlie United Provinces as well co-operation of landhold- 
ings Act has been passed in 1939. Thus die need of com- 
pulsion has been recognised. Though voluntary consoli- 
dation by co-operative mediod is preferred but compulsion 
is necessary for rapid development of consolidation. 

Progress of Co-operative Consolidation: — This 
work began in 1920 in Punjab. In the first ten years prog- 
ress was very slow consolidating only 2,63,426 acres at a 
cost of Rs. 2-5-0 per acre. But now consolidation work 
has gathered momentum and land is being consolidated 
at die rate of nearly 1,50,000 acres per year. The total 
area so far consolidated ^exceeds 15 lakh acres at an 
average cost of Rs. 1-14-0 per acre. The total number 
of wells so far sunk exceed 6,000 besides nearly 30 jhalars 
(water courses) and more than 1,000 wells repaired. 
There are more than 1,600 societies. 

The consolidation of holdings movement was started 
in the United Provinces in 1924-25 and its progress has 
been slow. There are more than 200 societies working in 
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13 districts of U.P. In Madras as well attempt has been 
made to carry oh consolidation work by co-operative 
method, there are a few societies but the progress is negli- 
gible." In N.W.F.P. also consolidation work is being 
carried on by co-operative societies and they have achieved 
some success. 

Besides these provinces in British -India, Kashmir 
and Ba'rbda States have also launched this movement 
in their respective territories! The movement in Kash- 
mir has progressed very well. There arc '-more than 
100 consolidation societies in Kashmir. In.Baroda as well 
the movement is gathering force. 

Co-operative Marketing and Supply Socie-. 

ties : — In a country where the peasant is a very small cul- 
tivator and is under, the economic bondage of money-lender 
the need of co-operative marketing is self-evident. In fact 
this is as important as the supply of -credit itself. In 
almost all the progressive agricultural countries cb-opera- 
rative marketing has been developed and the cultivator 
has very much benefited by these societies. “No other 
form of non-credit co-operation offers greater possibilities 
for improving the income and the purchasing power of the 
agriculturists than organisation of co-operative marketing” 
and yet it is a pity that very little headway has been made 
so far in organising co-operative sale and purchase socie- 
ties for both agricultural and industrial products of the 
villages. It is only during the last decade after 1930 
that marketing and supply societies have been rapidly 
organised in the different provinces in India. It must not 
be forgotten that co-operative credit without co-operative 
production and sale can never place the Indian peasant 
in a position of surplus economy and therefore this move- 
ment needs all encouragement. 

Bombay : — In Bombay there are 34 cotton sale 
societies which sell cotton worth 39 lakhs every year. These 
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societies have found their sale unions \vhich sell the cotton 
of these marketing societies. - Because a single marketing 
society is too small a xmit for, marketing purposes these 
unions have also set up cotton ginning and pressing fac- 
tories to gin and press tlieir o^vn cotton: The societies 
^distribute good seed among their members and thus the 
societies, cotton is getting a good reputation in the market. 
These societies are financed by the central co-operatiye 
banks. Besides these 34 cotton -. sale societies there are 
about 60 other sale societies for Gur, chilly, mango, paddy 
arecanut, fruits, vegetables, and eggs etc. Recently a 
Provincial Marketing Society has been registered and it 
is hoped that co-operative marketing will get a further 
impetus. 

Organisation of the Cotton Sale Societies : — 

Any grower of cotton in the area of operation can become a 
member by purchasing a share and by giving the guarantee 
of loyalty. These members form the general meeting and 
it elects the board of management. The sale society 
gives loans to its members on the following basis (1) on 
actual produce deposited with the sale society 50 p.c. of 
the market value, (2) on the standing crop of cotton 
on the joint liability system through credit society Rs. 16 
per acre, the cost of cultivation. These societies get their 
finances from the central co-operative banks. On 
delivery kapas is weighed in the presence of the cultivator, 
their samples are taken and tested for ginning percentage 
and then it is ' graded. When sufficient kapas has been 
received it is auctioned in the market. After realisation 
the accounts are made up. Cultivators receive the balance 
of their price and also a bonus on the quantity of cotton 
sold through the society. 

Madras:— In Madras there are more than 175 sale 
societies. But these societies largely confine tliemselves to 
grant of loans against produce and have not done much 
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to promote marketing tire produce of the members. When 
they undertake marketing they do so on a commission 
basis and never purchase tire produce themselves outright. 
So they do not run much risk. 

■ Bengal There arc 73 purchase and sale societies 
most of them sell paddy. 

Punjab In Punjab there arc 20 co-operative 
commission shops which sell the produce of their members 
on commission. Every member delivering his produce for 
sale may be given at the discretion of the manager an adva- 
nce not exceeding 75 p.c. of the estimated market value of 
such produce, the balance of account is cleared on the 
sale of produce. 

U.P. In United Provinces a scheme of marketing 
agricultural produce has been put into operation since 
1939. The scheme contemplates the organisation of 
marketing unions at important mandis in tire province. 
All the societies operating within a certain distance become 
members of the union. 

There are nearly 200 centres in all the districts of 
the province and the commodities marketed are in tlie main 
cereals and oil-seeds. 

Cane development and Marketing Societies : — 

In the United Provinces there are 839 primary cane 
societies which are affiliated to 66 central co-operative 
cane supply unions. The main function , of these societies 
is to develop cane cultivation and supply cane to factories. 
Usually the growers are direct members of the union and 
are in general meetings represented by delegates elected 
from every village. The delegates elect the directors who 
along with one or two nominees of the cane development 
officer and collectors and in many cases of the sugar mills 
form the board of directors. 

The development of . cane embraces the supply of 
improved cane and the establishment of late and early 
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ripening varieties in suitable proportions, introduction 
of better methods of cultivation, coimteraction against 
excessive and improper ratooning and lastly preventing 
measures against pests. 

( The, objects of marketing are to ensme proper price 
and corr ect weighment to tir e growers, to regulate supplies 
and above all to organise growers so that they may learn 
to adopt agricultural practices and arrange for cheap 
supply of credit. The usual procedure is that an elaborate 
sm'veying of the cane available with members of the 
societies is made before tlie crushing season and on the 
basis of it roasters for the supply of cane are prepared. 
Requisition slips are issued to members two days ahead 
of tire date of supply and the on weighbridge the society’s 
representatives and clerks watch weighments and maintain 
records of supplies. Super\dsion is also exercised at the 
time of pa)Tnent of price. The total quantit)’- of cane 
supplied by die cane unions reaches near about 75 p.c. 
of the cane crushed in U.P. 

In Bihar there are 28 cane marketing unions and 
above 800 cane groivers societies. They supply cane to 
sugar factories and ensure a reasonable return to the mem- 
bers in time. 

Milk Supply Societies ; — The provinces of Bengal, 
U.P. and Madras deserve special mention in regard to 
co-operative milk supply societies and unions. Milk supply 
societies are organised in villages where milk is produced 
and they are affiliated to a milk supply imion situated in the 
neighbouring city in -which the distribution and sale of 
milk takes place. The Calcutta Alilk Supply Union i s 
not only a pioneer in this line in India but one of th e 
bigges t-. It has more than 126 societies affliated to it and 
sells milk and milk products -ivorth more than Rs. 3 lakhs 
annually. . . ' . 


74 
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In Madras there' arc nearly 90 milk supply - societies 
and 15 milk supply unions. The Madras Co-operative 
Milk Supply Union had 14 societies affiliated to it. In 
the city of Madras it has 44 depots for the sale of milk 
and it sells niilk and milk products worth a little less than 
Rs. 3 lakhs. In the United Provinces the Lucknow Milk 
Supply Union is the most important t, 13 milk supply socie- 
ties are affiliated to it. There are also 7 milk societies at 
Allahabad and one each at Benares and Unao. 

Ghee Societies : — It is to ensure the supply of 
unadulterated ghee to the consumers and to secure highest 
possible price to the producers that the organisation of ghee 
societies was taken up in tire United Provinces. There 
are at present a little less than 700 societies with a mem- 
bership of a little less than 10 thousand persons in the 
Province. 

The societies are organised -'on the principle of one ■ 
village one society. Every person who has a cow or she- 
buffalo can become a member of the society. As soon as a 
milch animal of a member calves the society enters into 
contract -with him for a fixed quantity of ghee. The rate is 
fixed at Rs. 8 to 10 less per maund than the market rate in 
contrast to Rs. 15 to Rs. 20 per maund given by tlie ghee 
merchant. The whole of the contract money is paid to 
the member in lump sum. Ghee is weighed every fortnight 
by the Punchayat of the society. 

The Ghee Societies are affiliated to six central Co- 
operative Ghee Unions. Mostly the societies have been 
organised in Etawab, Agra and Mainpuri Districts of the 
Western United Provinces. Besides these districts Meerut, 
Bulandshahr, Etah and Muttra also have a considerable 
number of societies. 

CONSUMERS CO-OPERATIVE STORES. 

Rochdale Pioneers ; — The. 28 flannel weavers of 
Rochdale in England were tlie great pioneers of .the 
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co-operative consumers movement and the consumers move- 
ment in all most all the countries of the -world has adopted 
it .as their model. • Therefore ' it is necessary to study 
their model. 


It was i n 1844 that these 28 flannel weaver s opened a 
small store of groceries in Toadlan e with Rs. 28 their 
working ca pital. They collected capital by subscribing 2d. 
and 3d. per week. They waited till share s were fully paid 
and then began operations with only ^"artid^ br^ter, 
sugXr, oatilieal, candles, and flour. 


They insisted upon the principle of cash payment 
their constitution provided that the society should be 
controlled through a committee elected by them that each 
member should have only one vote at the general meetings 
j , of die society. Goods ivere to be sold at the ruling marke t 
p^e and the savmgs affected in trading ivere to be diidded 
after pro-viding for reserye fund among members in propor- 
tion to their- purchases. Every mem ber was required 
2* to purchase his requirements from the stores on ly. Stores 
would sell articles of genuine qualit)’- of full weight or 
measure. 

The success of the Rochdale store led to die establish-' 
ment of similar stores in England. Later on these stores 
in order to' overcome difficulties arising out of the 
dealings with wholesale dealers established the co- 
o perative .-whole-sale societi’^ im.l 863 which purchases 
things direct from the manufacturers and gets certain 
articles manufactured in its own factories. Thus the indi- 
vidual member of die primary co-operative consumers 
stores is saved from paying profits to the retail shop-keeper, 
wholesale dealer in some cases to the manufacturer as 
well. Thus the object of, the consumers co-operative 
movement is to elin tinate the middlem en altogether and 
in tiiose industries, where it is possible the producer as 
well. 
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' Consumers Stores in India : — ^Thcrc arc consumers 
stores in most of the' provinces and states. But nowhere 
have they made any marked progress. In a general 
survey of the consumers movement in India as a Avholc, the 
.Provinces of Madras and . Bombay in Britisli' India and 
Mysore and Cochin in Indian States may be specially 
mentioned. In Madr as there has been a rapid expansion 
of stores during the war time (1940) and their number 
reached over 400. Attempts have also been imade to 
start special societies for the benefit of working classes who 
are affected most by increased cost of living. In some 
areas stores have been federated into a wholesale society 
for the purchase of tlieir requirements in bulk. Suffi- 
cient time has not elapsed to assess future prospects of these 
stores. Their expansion has been too hasty and a large 
number of them are bound to be liquidated soon after war. . 

The Triplicane stores is of course still the outstand- 
ing example of die successful stores. There are 33 branches 
of this store in different parts of Madras. Its monthly 
sales are round about a lakh of rupees. 

Bombay had 30 consumers stores with sales amount- • 
ing to Rs. 6 lakhs during a year. In Mysore there are 22 
stores with a working captial of 22 lakhs. In Cochin 
there are 20 stores with their transactions to nearly 10 lakhs. 
A number of students’ stores have been 'organised in most 
of the Provinces and States. 


The consumer stores movement has been a failure 
so far in India. The following are the causes of its failure; 
and in^-nificance : — 

va. The wholesale and retail merchants work on 
very slender margins, making it difficult for a co-opera- 
tive stores to compete with them. 

'vj2. The store movement in India is largely confined 
to middle classes unlike that in wester:p countries which is 
■ essentially a working class movement. To them a little 
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saving at the end of the year in tlie form of bonus is not 
very attractive and the bania supplie's them all the require- 
ments on credit and accepts payment after a month and 
supplies all their requirements at their very doors. Stores 
cannot offer these facilities to their members. 

3. The -worker in Industrial centres is migratory and 
is under economic bondage of the grocer owing to his 
being in debt to him. He supplies Ata-Dal etc., on credit 
and on the rvage day he practically secures tlie full ^vage 
of the -worker. Therefore consumers stores have not been 
established for -\vorkers in India. 

As far as villages are concerned their requirements 
are very fe^v and which cannot be profitably supplied 
by tlie stores. Recently seed stores have been established in 
some parts of India to supply seed to the farmers but other- 
tvise tliere are no stores in villages in India. 

BETTER LIVING SOCIETIES. 

These societies have been developed in 'the Punjab 
and United Provinces. They are really efforts in the 
direction of rural reconstruction. In the Punjab w'hich 
was the first province to develop better living societies 
attention was mainly concentrated on reduction of expen- 
diture on marriages and other ceremonies, pitting the 
manure, improving the sanitation of the village etc. 
There are nearly 300 such societies in Punjab. The 
members hav'e not 'to pay any contribution but they 
hav'e to obey certain rules as regards curtailment of 
social expenses, sanitation etc. and the defaulters are made 
to pay a fine. 

The better living societies in the United Provinces 
are vmder the supervision of the Rural Development 
Department which receiv'ed considerable encouragement 
and impetus during tlie regime of the Congress ministry. 
In fact the scheme of the U.P. Government vs'as to set up 
30,000 societies to cover 35,0.00 villages in 5 years. These 
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societies are the village units of tlac rural development 
work in rural areas. The ministry resigned and as a 
measure of war economy the sch'eme was suspended. There 
are more than 4,000 better living societies in the province 
doing useful work. 

Industrial Co-operative Societies Industrial 
Societies for both artisans and peasants have been recently 
established in all the provinces but they have generally 
speaking failed to achieve any substantial results. The 
greatest success has been achieved in organising the hand- 
loom industry on co-operative lines. 

A real impetus to the development of hand loom 
•weaving industry has been given since 1935 when the 
Government of India made grants to the provinces to be 
spread over 5 years for subsidising the industry in order 
to arrest its deterioration. This together with the sti- 
mulus given by All-India Village Industries Association 
and All-India Spinners Association has provided an ample 
scope for the development of the village handloom industry. 
For the revival of the village arts and crafts and for small 
and cottage industries, co-operation for purchase of raw 
materials; provision of credit and finance, and for the mar- 
keting of the finished products Avill be a great boom. 

■ The weaver’s societies have had to face many diffi- 
culties, (1) the indifference and ignorance of the weavers, 
(2) the difficulty 'in selling the finished products, (3) the 
vested interests of the master-weavers and indebtedness 
of the weavers to the former and the merchants, (4) weavers 
imbusiness-like methods and scarcity among them of capable 
men for running societies, (5) wide fluctuations in the 
■price of yarn. Hence the weavers societies had a che- 
quered cai'eer. 

Madras has been the pioneer in organising hand- 
loom weavers societies. There are nearly 200 weaving 
societies with over 13,000 weaver members. These 
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weavers societies are affiliated to the Madras Harid-Loom- 
weaver’s Provincial Co-operative Society -which was 
established in the year 1935. The provincial society, 
besides subsidising the affiliated societies to meet the cost 
of management in the initial stages, arranges for supply 
of yarn, and makes advances ■ against finished goods. It 
provides technical advice to societies in improving the 
patterns and markets the finished goods. It also maintains 
a calendering and finishing plant. 

In Bombay there are over 40 weaver’s societies. Nine 
industrial Associations were organised for improving and 
marketing handloom products with tire aid of Government 
of India subsidy. The objects of these' Associations are 
following : — To supply improved appliances on hire pur- 
chase system or others^vise. To supply raw materials, 
to advise weavers as regards improved patterns and designs 
to undertake finishing processes in dying and printing, 
to market the finished products. To fulfil’ tlrese objects 
each association has to open a shop at its headquarters 
and a composite sales depot has been established in Bombay 
city.' 

In Pimjab there are over 200 weavers societies 
having similar objects mentioned above which are affiliated 
to the Co-operative Industrial Bank, Amritsar whose area 
of operation is entire province. For marketing finished 
goods, sales depots have been opened ■ in Lahore, Simla 
Delhi, Amritsar and other important centres -which sell the 
goods of these societies. 

In U.P. tlie well known weavers societies are Mason’s ' 
industrial federation Bara Banki, Sanidla industrial stores, . 
Benares, Tanda, Fyzabad, Gawnpore, Agra, EtaAvah, 
Goraklipur and Basti weavers societies. 

Weavers societies have been organised "in almost 
all provinces but they are not very successful. They 
depend upon government orders. The condition of hand- 
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loom weaver has gone worse due to abnormal rise in the 
price of yarn during recent years. 

Insurance Societies : — Co-operative Life Assurance 
Societies have made good progress in Bengal, Madras and 
Bombay in British India and Hyderabad in Indian States. 
The Bengal Co-operative Insurance Society (1929). The 
Co-operative Life Insurance Society of Bombay (1930). 
The South India Co-operative Insurance Society (1932)' 
and the Co-operative Insurance Society of Hyderabad 
(Deccan) are worth mentioning. In Madras recently a 
Co-operative Fire and General Insurance Society enibracing 
all other branches of insurance other than life such as 
fire, motor, accident, fidelity etc. has been registered. 

House Building Societies These societies have 
made some progress worth mentioning in Bombay and 
Madras. In Bombay there are 100 housing societies and 
Madras there are nearly 125 house building societies. The 
Madras Societies are individual ownership societies while 
that of Bombay are tenant ownership or tenant co- 
partnership societies. In other provinces and states as well 
a few housing societies have been established. It has so 
far been a middle class enterprise and the problem of pro- 
viding decent houses for poor working classes and peasants 
both in the towns and villages remain still unsolved. The 
provincial Governments should encourage such societies 
^or poor persons specially for labourers and farmers. 

Achievements and Defects of Co-operative 
movement : — The co-operative movement in India 
suffers from many serious defects. In fact the movement 
is languishing in most of the Provinces. The movement 
totally collapsed in Bengal, Biliar, C.P. and Berar. Unless 
re-organisation is carried on it is difficult to pull it through 
morass of decadence. It has been ^vell said that co-operative 
movement in India is not a movement but - a state 
policy. 
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As far as co-operative credit movement is concerned 
frankly speaking there is no difference beUs'een the credit 
pro\dded by the Co-operative Credit Societies and the 
money-lenders. As regards tlie supervision exercised in 
granting loans and tlie pressure exercised in collecting over- 
dues tliere hag’ been non-existing in practice. This is proved 
by the staggering figures of overdues accumulating in all 
the pro^^nces and Native States m India. The overdues 
vaiy between 50 p.c. to 95 p.c. in different provinces of 
India. Co-operative Credit Societies in India have been 
dmded into A. B. C. D. & E. class societies according to 
tlieir financial soundness and their co-operative spirit. The 
progressive deterioration of the movement all over India 
can be seen from tlie fact that number of societies which 
approach near co-operation ideal i.e. A & B class societies 
are a little more tlian 10 p.c. of the total while D & E class 
societies which are fit for .liquidation abound. Nearly 
10 p.c. of tlie societies are always in liquidation and if strict 
scrutiny is made and tlie society are judged- from strict 
financial pouit of idew and co-operative standard more than 
50 p.c. will have to be liquidated. y ^ 

The non-credit side of the moi’enient ivas neglected 
so far and it is recently that it has attracted the attention 
of the Co-operative Departments. During the recent 
years there has been a hasty organisation of purchase and 
sale societies,- industrial societies, stores etc., and time 
has not come yet to assess then- value. But signs are 
appearing ivhich go to show that even they are not ivorking 
very successfully. The weak ones ivill have to be^veeded 
out very soon. 

A correct evaluation of the co-operative moi-ement 
is not an easy task., \\q will briefly summarise the achieve- 
ments and the defects of the movement : — 

Achievements : — 

(1) All round rediiclioii in the general rate of interest 
in rural areas. There is no doubt that Co-operative Credit 
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Societies have introduced a rival of the money-lender in 
villages where he enjoyed a monopoly before and thus have 
forced him to bring down his rate of interest and be more 
lenient lest a society may be started in his own village or 
if it already exists his clients may join it. 

(2) Increasing aiconragement io saving and investtfiais :■ — 
Where co-operative societies have been working successfully 
for a considerable period habit of thrift has been inculcated 
to some extent and deposits received. 

(3) Decrease in consumption berrowing : — Societies 
though give loan for unproductive purposes yet they dis- 
courage it and restrict it. 

(4) The growing morality and independence of 
outlook of the cultivator and the business training which 
he receives while he manages his society. 

(5) ^Increasing interest in rural matters created in 
the minds of urban capitalists and workers. ^ 

Defects : — 

' , (1) There is an excessive and vaxatious official 

control which makes the movement mechanical and checks 
the development of the true co-operative spirit, self-help, 
self-reliance, self-responsibility among the members. It 
was natural that State had to take the initiative in starting 
the co-operative movernent in India. It is proper that 
Government did not adopt the policy of financial spoon- 
feeding because it is very undesirable. But as regards 
control ..and supervision the official control has been very 
rigid and all embracing. In spite of the' recommen- 
dations of Maclagan Committee, and Central Banking 
Committee and co-operators, plea the tendency to 
officalise the movement is on the increase. This is the 
reason that average member feels that co-operative societies 
are ‘Sarkari’ institutions and sincere and honest honorary 
workers keep aloof from the movement. The right thing 
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to do is to hand over the movement in the hands of 
non-officials. 

(2) There is excessive preponderance of credit societies : — 
One of the main reasons which have belied the expec- 
tations of all co-operators that co-operation ^vould prove 
a panacea for all ills of villages, that it -would 'free the 
village peasant from the clutches of the money-lenders and 
wo,uld lead to the fructification of agricultural profits in the 
pockets of the cultivator is tliis over-emphasis on co-oper- 
ative credit to the exclusion of otlier aspects of agricultural 
improvement. Unless co-operation increases the cultiva- 
tor’s income so as to enable' him to save and not to borrow, 
in other \vords unless he is placed on a surplus economy 

^ no amount of credit co-operation can improve his economic 
condition. It is a happy sign that this defect has been 
realised and non-credit societies are being started. 

(3) There is a lack of knowledge and proper under- 
standing of co-operative prmciples an d essentials of rufal- 
credit among members. The members of co-operative 
societies are mostly ignorant of co-operative principles. 
They do not realise that the society is their body and this 
is a movement of self-help and mutual help. Unless 
they are acquamted with the fund ame ntals of co-opera- 
tion and taught ho-^v to manage the affairs of their o^\^l 
societies • imaided by outside agency the co-operative 

' movement cannot develop on sound lines. Efforts must be 
made to educate the village members and Punchayatdars 
in the principles and ^vorking of co-operative movement. 

■^4) Audit is defective partly because of paucity of 
auditors and partly because audit, supervision, and in- 
spection which are, allie d fu nctions are carried on by 
diff erent a gencies and this causes overlapping and waste of 
efforts and money. I nefficient audit causes misman agement 
e mbazzlements. and Tns;; of pnhliV rnnfidprirp. For efficient 
audit, supervision and inspection of societies, districts 
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co-operative unions should be formed of the primary socie- 
ties in that district. And such district unions should 
be affiliated to the provincial co-operative union. The 
district unions should maintain an efficient staff to audit, 
supervise and inspect the societies. 

(5) Management of the Co-opcialiv^ Soci:li;s is very 

defective : — The managing committee in most cases usurps 
all the powers of the general meeting and the in fluen tial 
members nppropr inte Irmn-; so that a few members 

benefit by the society. The managing committee 
members are sometimes the gre atest de faulters and do 
not pay their instalmens and therefore they do not insist 
on pujictuality of payment from other members. Loans 
are recklessly given without any discretion. All this 
results in e-xcessivc overducs. No effort is made to find 
out whether the borrower member utilises the money for 
the very same purpose for which loan was taken or it is spent 
on some other purpose. Proper distinction between various 
forms of loans is not made , accounts are not kept upto-datc 
nor the assets of the societies are I'evised carefully. Thus 
in the words of the Governor of the Imperial Bank of 
India “The fundamental principle of true co-operation 
is lacking, overdues are highly excessive, Audit is defective, 
control is inefficient?’ 

(6) Financial management is also not ■ based on veiy 
sound basis : — Societies -finance more on the basis of 
assets than payirLt ^ rapacity wllif^h is against the spirit n f 
Raffeisenism. Funds are inadequate and the members 
do not get sufficient credit so that they are forced to 
borrow from , other sources. It takes unnecessarily long 
time in securing loan, from a co-operative credit 
society. 

(7) Their are many organisational defects such as 
bad selection of members, the members cancel their old 

-debts when they join a society, Internal dissensions are 
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many. In some cases the Officials of the Society, Banks, 
and Department are not honest but in’ many cases tlaey 
are incompetent. One or ■ two influential members domi- 
nate the society and the rest do not take any interest in 
the affairs of the society. 

Besides the above defects there are several dangers 
^vhich threaten the movement. They have been analysed 
into : — 

( 1 ) The tendency to officialise the movement too much 
and to leave too little for private initiative. (2) The eager- 
ness of the enthusiastic organisers to rush the pace of the 
movement at ‘ the expense of intensive development. 
(3) The opposition of the money-lending class which has 
been growing in persistence. (4) A few members mono- 
polising the work and leaving too little room for the in- 
centive of others. (5) And the abuse of power in collection 
and distribution of fluids. 

In our keenness to develop an organised system of 
credit to I'eplace the local money-lender ive are apt to 
forget that there are large numbers of the agricultural popu- 
lation who are below the economic level. They may be fit 
■objects for statd help or public charity but they cannot 
hope to rise in economic scale through the medium of co- 
operative credit only. This is why it is necessary to place 
him on surplus economy by launching a campaign of all- 
sided co-operation. 

The defects of the movements need to be remedied 
and iri this connection the suggestions of the^Reserve 
Bank Agricultural Credit Department noted above 
should be kept in mind. The only addition to die sugges- 
tions of the Reserve Bank is to hand over the movement 
to the non-official control. Unless sincere, honest and 
real sympathisers of peasants and poor persons do not 
come and take over tlie charge -of tlie movement, and it 
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is manned and managed by Government Officials, title 
hunters, and favour seekers of Government the move- 
ment is bound to remain lifeless. 

• Future of the Co-operative Movement :-The 
Reserve Bank of India has observed that the question of 
agricultural finance is bound up with that of improve- 
ment of agriculture so as to render it more profitable, 
a less precarious calling. But it has characterised the 
Indian Ag riculturists as “thriftless. imprcrCndent, and - 
u]3prqgi4ssive” , and argued that the co-operative move- 
ment cannot thrive in such a community. So according 
to the Reserve Bank Agricultural Credit Department the 
future of co-operative movement is not very bright. But 
it is wrong characterisation of Indian agricultural com- 
munity. The average Indian peasant is on the whole an 
honest and diligent tiller of soil whose diet is sparse, 
whose wants are few, and whose standard of living is 
low. He lives on the very margin of subsistence. Very 
often he borrows not because he can but because 
he must. His chronic indebtedness is the result of 
his poverty. Without removing the factors which 
contribute to his chronic poverty, indebtedness cannot 
be liquidated. The increasing dependence of population 
on agriculture, the decline of rural industries, the oppres- 
sive burden of land taxation, the uneconomic system of 
land tenure, dependence' on overseas markets for sale of 
raw materials and other economic factors have been 
largely responsible for the agricultural backwardness and 
the poverty of the cultivator. The aim therefore of the 
co-operative movement must be to improve the economic 
condition of the masses and to increase their income and 
purchasing power. But unless there is a genuine sense 
of identity of political and economic interests* between the 
people -and the state no such programme of rural deve- 
lopment can be successful. Once this condition is ful- 
filled all the rest can be easily achieved. 
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New tendencies in the co-operative 

MOVEMENT. 

// 

^ Multi-purpose Society;— It has been mentioned 
above that the Reserve Bank suggested in their Statutory 
Report that the primary co-operative credit societies 
should be replaced by multi-purpose societies which should 
be organised on as wide a basis as possible in regard to the 
scope of tlieir activities and the needs which they seek to 
satisfy as well as the classes of people in the village to be 
included as members. Starting with credit for, current 
needs a society may get the old debts of its good members 
liquidated through a land mortgage bank, introduce better 
business and'better monetary return by inducing its members 
to sell their produce co-operatively, ensure their growing 
, improved varieties of crop by purchasing seeds for them, , 
save on purchases by arranging for the purchase of tlieir 
other needs jointly and at profitable rates on an indent 
system without incurring any risk or liability, save litiga- 
tion expenses by effecting arbitration, improve the out- 
turn of crops by a consolidation of holdings, supply of pure 
seeds and improved implements, implement the income of 
its members by inducing them to take up subsidiary indus- 
tries, introduce better living measures by adopting bye- 
laws by common consent which will curtail ceremonial 
expenditure and remove insanitary habits, proHde medical 
relief and so on. In short tlie Reserve Bank recommend- 
ed that the existing credit societies should be converted 
into multi-purpose societies and made a centre of acti\dties 
of the ^vhole village. It was not, of course, suggested that 
the existing credit societies everywhere should immedia- 
tely assume all "the functions mentioned above, but a 
steady extension should be secured in the scope of their 
activities so as to ultimately bring the -whole life of the 
cultivator ivithin its ambit. 

Arguments against the Multi-purpose Society: 
This suggestion of the Reserve Bank led to a controversy 
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and some very eminent co-operators expressed them- 
selves against' the idea of converting credit societies into 
multi-purpose societies and the Royal Commission on 
Agriculture in India had also declared themselves in favour 
of the single purpose society. The following arguments 
against the multi-purpose society are advanced by them : 
(1) The nature and the scope of its operation being complex 
its control would fall into the hands of one or a few- in- 
telligent or educated individuals which is against the true 
spirit of co-operation, (2) The accounts of varied activi- 
ties would be likely to become mixed up and thus conceal 
the true position of any one typcL of activity, (3) The 
failure in one respect might entaiil the winding up of other 
useful activities. The alternative proposed by the critics 
of the multi-purpose society was the formation of a specia- 
lised society for each separate object with its own appro- 
priate constitution, area, membership, liability and system 
of accounts. 

The thirteenth conference of Registrars of co- 
operative societies held in Delhi in 1939 resolved that 
experiment with multi-purpose societies should be made. 
In Bombay, Madras, U. P, and Baroda multi-purpose 
societies have been started^^ There are more- than two 
thousand multi-purpose societies named “Village Banks.” 
in U.P. They are in an experimental stage and have under- 
taken a limited range of additional activities besides credit, 
mainly the supply of domestic and agricultural requisites 
and marketing of agricultural produce. The Registrar 
of co-operative societies has also expressed the desirability 
of dealing with whole man and as such multi-purpose 
societies are being established there. Coorg, Travancore 
and Mysore have also started a few multi-purpose societies. 
These societies in Bombay and Madras are being organised 
with limited liability and an area of operation extending 
several villages, while in U.P. and Baroda they follow un- 
limited liability and the single village. 
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Unlimited versus Limited Liability Another 
controversy which has assumed greater importance in the 
co-operative movement in India is on the matter of liability. 
Some eminent co-operators and tlie Madras Committee 
on Co-operation (1940) hre of the opinion that unlimited 
liability has outlived its utility. Their reasons are as under 

(1) At the time of liquidation it works harshly for 
members ^vho are non-borrowers and non-defaulters and 
bring the movement into disrepute. Due to its fear better- 
to-do agriculturists keep themselves a\V'ay from it. (3) 
It is a merely contributor)^ liability to be enforced only at 
tlie time of dissolution. (4) Its assumptions of mutual know- 
ledge, mutual watchfulness, and care, and mutual control 
did not correspond ^vith the facts of \allage life to-day. (5) 
The personal credit is in practice being replaced by 
material security in tlie grant of loans. 

But there are equally strong supporters of unlimited 
idea, their grounds are following; — 

(1) That the authoritative opinion of many com- 
mittees • and commissions favoured ' unlimited liability. 
(2) That unlimited liability was an essential and basic 
principle of co-operation “each for all and all for each” 
' which was designed to foster collective — responsibility and 
corporate feeling. (3) That its replacement ivould under- 
mine mutual trust and mutual knowledge and transform 
coroperatives to agencies of a centralised banking system. 
(4) That the vigour of unlimited liability ^vas in fact 
softened by departmental rules. (5) That a change 
would shake the confidence of the creditor and affect the 
flow of funds , into the movement. (6) and that im- 
limited liability was essentially suited to the requirements 
of men of small means without material security and with 
personal credit based pn their character, integrity, and 
productivity • of their labour. The agricultural credit 
Department of the Reserve Bank has also expressed itself 
in favour of unlmuted liability. 


76 
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Rehabilitation and ‘ Reorganisation of the 
jMovement The reason why co-operators, both official 
and 'non-official, began to seriously think of these and other 
problems affecting the very foundation of the' co-operative . 
movement was the failure of movement to satisfy the ex- 
pectations ' and total collapse of the movement in Burma 
and partial collapse in Bengal, Bihar, C.P. and Bcrar. The 
co-operative movement had deteriorated to such an extent 
that urgent reorganisation measures were found necessary 
in the above mentioned Provinces. In other Provinces 
as well rehabilitation of die movement was called for. 
This is why there was so much enquiry and close thinking 
on the future shape of the movement. 

The General Scheme of Rehabilitation ; — Though 
the schemes to rehabilitate the movement adopted in 
different provinces differed in detail according to local, 
conditions but their general outline is more or less the 
same. The general method was to examine the loans due 
to societies with a vieiv to scaling them down to the pay- 
ing capacity of the borrowers and to make these reduced 
amounts repayable in instalments within a number of 
years not exceeding twenty. The lands that came into , 
the possession of the societies in default of payment of 
dues were to be returned to the original owners on the 
hire-purchase system. Instalments of repayment were 
fixed after reducing the debt of the defaulting member 
and the land was to be re-transferred' to the original 
borrower on payment of final instalment plus a nominal 
amount of purchase money. Under an alternative plan 
the society would remain a mortgagee for the borrowers’ 
land, and the mortgage would be redeemed when all the 
instalments of the reduced debt were paid off. 

The societies were to write off the bad debts from 
their own funds (paid up capital and reserve fund) and 
if their assets fall short of their liabilities, the central banks 
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were to reduce their claims proportionately. Those 
societies which had already been taken into liquidation 
were to be wound up speedily. The bad debts and losses 
of the central banks w^re to be written off from their capital 
and reserve. If the assets of the central banks were to be 
found less tlran tire liabilities, the banks were to approach 
their creditors for reducing their claims proportionately. 
Their claims ^vere thus reduced in Bihar, G.P. and Berar 
and Bengal. 

War and Co-operation: — U^ar has affected the 
movement in, various directions. Due to war conditions 
the prices of agricultural commodities \vent up very high 
and the cultivator’s burden of indebtedness was consider- 
ably lightened. .This resulted in an all-round improvement 
, in recovery of debts and a Jot of dead weight of over-due 
debts was lifted from the credit societies. But the co- 
operative departments being cautious did not encourage 
the organisation of more credit societies. 

But die war ga\’e an impetus to producers’ societies 
•and die consumers stores. Co-operative departments 
y^were to take up the ivork of ivar supply and large number 
of producers’ societies ivere set up. Tliis gave a fillip to 
the expansion and development of cottage industries. 
But these societies are bound to disappear after the war 
boom is over unless the State comes to their help. Simi- 
larly under the stress of ivar the consumers’ store movement 
has also developed to a striking extent but it is also a tem- 
porary phase and after die war is over and normal econo- 
mic conditions prevail they are bound to close down imless 
special efforts are made to strengdien diem. 

Future of Co-operation The co-operative 
movement in India did not meet with success as it hap- 
• pened in Ireland, Denmark and Germany. The main 
reason is that our agriculture is a deficit economy and 
imless it is transformed into a surplus economy the 
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co-operative movement cannot make much headway in our 
countryi The Reserve Bank has rightly observed that the 
question of agricultural finance is bound up witli diat of 
improvement of agriculture and that the co-operative-credit 
movement can only flourish when agriculture prospers. 
The aim of the co-operative movement should be to improve 
the economic condition of the masses and to increase their 
income and purchasing power. But unless tliese factors 
economic, social and political which are responsible for 
the proverbial poverty of the Indian village population 
are not removed the wheels of co-operative machine will 
not be set in motion and prosperity will not emerge. 
This again forces upon our minds the need of a comprehen- 
sive na tional planning -in whicJi co-operation will have to 
be used for rehabilitating our lural economy. Indeed 
co-operation will have a prominent place in our programme 
of national reconstruction. 


I 



CHAPTER XXXI. 

RURAL RECONSTRUCTION. 

The genesis of the movement : — The foregoing 
suivey of the economic life in our country should convince 
every open-minded student of the awful conditions and the 
^reat backwardness, that prevail in tliis vast land of rich 
natural resources on the one hand and extreme want and 
poverty on the other. That facts' of such abject economic 
depression, social ostracism, religious fatalism, and moral 
putrefaction could not have gone unnoticed for long by 
our people and their leaders, and also ultimately forced 
themselves upon the attention of an irresponsible foreign 
bureaucracy, ■was not very surprising. The tremendous 
loss of man, and material that was thus going on was simply 
astounding, and an- attempt to cry halt to all this ^vas felt 
by all to be tlie most urgent need of the hour. It was 
known and realised at tire same time that the teeming 
millions of India lived not in the modem cities of Bombay 
and Calcutta, which also, however, had their share of dirt 
and squalor and poverty in ample quantity, but in her 
lakhs of villages which mark the widespread lands of the 
Indian continent. The logical conclusion that followed 
was that if Indian life is to be rehabilitated and enriched, 
it is the resuscitation of these 7 laklis of her villages that 
must demand our first attention. ‘Rural Reconstruction’ 
thus became the ‘slogan’ and the ‘fashionable slogan’ 
of the day and people and their leaders were found re- 
peating it parrot like to which at a late hour and in a faul- 
tering language, the.foreign government of India also added 
their tune. The idealization of a simple ri/ral cmlization, 
and the stigmatizaion, on the contrary, of the urban 
civilization of the west witli its accompanying unemploy- 
ment, exploitation, unhealthy and insanitary overcrowdings 
in slums, and last but not least the devastating militarism 
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and the modern imperialism, also helped in making the 
‘Rural Reconstruction’ movement very popular. Under 
the inspiring leadership of Mahatma Gandhi, the Indian 
National Congress and the allied institutions of the All- 
India Spinners’ Association and the All-India Village 
Industries Association also did nuch in emphasising the 
importance and need of rural reconstructioii in India, 
In fact the Gandhian economy of decentralized produc- 
tion and the ideal of a handicraft civilization provided the 
Rural Reconstruction moverhent in India with the back- 
ground of a whole life-philosophy. The creative intelli- 
gence of men like Rabindra Nath Tagore who wanted 
to raise a modern superstructure of Indian life on the 
moorings of rich cultural heritage of ancient India, 
also supported . and encouraged the movement. Thus 
to cut a long story short, we find that ‘Rural Reconstruc- 
tion’ in India did not remain altogether a cry in wilderness 
but actually assumed to some extent the form of a living 
and constructive movement in the country which attracted 
the attention of the ^^hole nation and also of the Govern- 

f 

ment. Before we subject the various attempts made in 
this direction and the underlying notion of village revival 
to a critical view-point, it is essential, however, to clearly 
lay down the problems that face an average Indian village 
at the present time. Only then a correct appreciation 
of the efforts so far made can be possible and future need 
for any kind of reorientation in them, if felt necessary, 
can be realized. 

The problem stated -What is the picture that 
an average Indian Village presents even to a casual obser- 
ver? What are the problems that face our rural folk and 
demand an urgent solution? ,Dr. Rabindra Nath Tagore, 
the great Indian poet, wrote at one place comparing 
villages with women in the following words. “It is the 
function of the village, like that of woman, to provide people 
witli tlieir elemental needs, with food and joy, with, the 
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simple poetry of life, and ivith those ceremonies of beauty 
which the village spontaneously produces and in which 
she finds delight. But when constant strain is put upon 
her through the extortionate claim of ambition ; when her 
resources are exploited through the- excessive stimulus of 
temptation, then she becomes poor in life and her mind 
becomes dull and uncreative. From her time-honoured 
position of the wedded partner of the city, she is degraded 
to that of maid-servant, while in its turn, the city, in its 
intense egotism and pride, remains unconscious of tlie de- 
vastation it constantly works upon the very source of its life 
and health and joy.” He further remarks, “The reckless 
ivastage of humanity ivhich ambition produces is noiv seen 
in the villages, -where the light of life is being dimmed, the 
joy of existence dulled, the natural threads of social com- 
munion snapped everj^ day. It should be our mission 
to restore tlie full circulation of life’s blood into these mal- 
treated limbs of so.ciety; to bring to the villages health 
. and knoivledge; wealth of space in which to live; wealtli 
of time in \vhich to ivork and to rest and to enjoy; respect 
which will give tlrem dignity; sympatlry ^vhich will make 
them realize their kinship witli tlie world of men instead 
of their present subservient position.” Such is, then, tlie 
problem of rural reconstruction put . in a nutshell. It is 
' the problem of rebuilding not any one or tivo aspects of 
rural life but tlie whole of it. A tremendous loss of man 
and material is constantly gomg on m our country-side 
and die problem is to stop the ruinous process in future. 
There is first the question of economic rehabilitation, ivhich, 
in fact, is the base in ivhich a liidng and vital edifice of 
village life can be built. It is a question of taking out the 
agricultural and the handicraft economy of our villages from 
the depth of depression in which they are at present sunk. 
The impact of western cmlization and the coming in of 
die modem machine utith its tremendous power of produc- 
ing articles of great variety and wonderful nicety ha\'e dis- 
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turbed the whole fabric of our rural economy. Our cottage 
industries have decayed and died out; some have certainly 
survived but' have failed to receive necessary care 
and thought and are at pi'escnt in a very depleted condi- 
tion; only a few have mefthe competition successfully and 
have held their own. Hundreds of thousands of people 
engaged in handicrafts, occupying a definite place in the 
old order of things, found their occupations gone, and 
cither reverted to cultivate a small strip of land, that 
they could get as their share of the ancestral pi'opcrty, or 
increased the number of landless labourers. The, result is a 
minus increase in the pressure of population on land, and 
the national economy of our country to-day duc'to this c.xclu- 
sive an^ excessive dependence of the people on agriculture, 
has been reduced to a gamble in rain. Excessive frag- 
mentation and scattering of land, unscientific methods of cul- 
tivation, defective financial organisation, crushing burden 
of land and indebtedness combined with lack of subsidiary 
occupations, have brought our rural folk to the verge of 
bankruptcy. Their poverty runs like a red thread in the 
whole fabric of their life. They live in open but dirty and 
insanitary villages and in small huts ' miserably built of 
earth with little or no facilities for recreation and 
cultural pursuits to reduce the drudgery and dullness 
of life and to give it real meaning and content. The villages 
arc regular abodes of all sorts of diseases which take away 
annually ■ lives of many, and sap away the energy and 
vitality of many more making them a drag on society. 
Educationally, they are totally neglected and ignorance 
is their only bliss. Last but not least their conservatism 
binds them to traditions that have worn out their fatalistic 
outlook and enervating inertia and pessirnism in life 
devoid of colour and variety, as much the result as the 
cause of circumstances in which they live, mars their 
initiative and the observance of many fatuous and mean- 
ingless social and religious' ceremonies aggravate their 
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economic distress — while all combine to hold back the 
hands of the clock of prpgfess. In one word, our villages 
to-day have become places of economic depression, social 
reactionarism, educational backw'ardness, unhealthy and 
insanitary existence, political subjection, cultural ruin, 
moral terpitude and spiritual sterilization and our problem 
is to infuse not only wealth and progress but life and 
happiness in them. . And how is this to be done, is the 
great question of the day? 

A few experiments in Rural reconstruction 

The problem thus stated, let us now throw some light on the 
various efforts that have been so far made in the direc-* 
tion of reconstructing our \dllage-life both by govern-* 
ment and private agencies. ' ^Ve shall first consider the 
■well-knoivn Gurgaon Experiment in the Punjab conducted 
by F. L. Brayne, who was the Deputy Commissioner of the 
Gurgaon District. 

' ' The Gurgaon Experiment Mr. Bra)Tie put 
before himself an ambitious scheme ' of rural-uplift that 
envisaged the “improvement of farming, sanitation and 
education as well as social reform” and the central feature 
of die scheme was that of ‘\dllage guides’ 'who ^vere given 
necessary training and were 'expected to function as 
“Guides, Philosophers and Friends,” of tlie people in 
villages and ^vho ivould act as a kind of channel through 
which tlie expert adrice of various departments _concemed 
^vith rural ^velfare will pass on to the \illagers. And 
to keep diese ^^lIage guides always in contact ^vith new 
idehs and infuse in them necessary spirit and enthusiasm, 
die Gurgaon uplift scheme attempted to supply ‘a strong 
central drhdng force’. The scheme called for. the' co- 
operation of all those, especially the idllage folk themselves, 
who were interested in the work of rural uplift. Lecture, 
song, drama, magic lantern, cinema, and even die loud- 
speaker have been made use of in making the scheme a 

success. About the results of the experiment, it may be 

77 
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sufficient to remark that it has not fulfilled the expectations 
6f. its originator. Mr. Darling criticising the experiment 
in his ‘Rusticus Loquitur’ points out the causes of the 
failure. First, the whole programme of uplift was im- 
posed upon the reluctant villager from above; secondly the 
selection of village-guides was not satisfactory, and their 
'training' was inadequate and supervision insufficient. 
Lastly, while framing the programme of work, sufficient 
importance was not given to varying local conditions. 
Another lesson that emerges from the Gurgaon experiment 
is concerning the need of a permanent organisation- - to 
guide the whole work of rural reconstruction. But for 
lessons from this . and other experiments in rural uplift, we 
must wait till the end of our discussion. All that we need 
point out at this juncture is ' that the Gurgaon experiment 
has not prospered. 

The Sriniket^n experiment. — Another impor- 
tant effort at rural reconstuction has been going on^ at 
Sriniketan, whifch is about -a mile and a half from the well 
known Santiniketan. It was in the spring of 1922 and 
under the inspiring leadership of Poet Tagore and his 
colleague Leonard K. Elmhirst, an Englishman, whom 
the poet met in the city of New York when on a visit to the 
U.S.A. and invited for some work -in India, that an in- 
stitute of Rural Reconstruction was brought into being. 
The object of this Institute of rural reconstruction is, in^ 
the words of the poet himself, “to try to flood the choked 
bed of village life with the stream of happiness.” Its 
chief characteristic is to try to harmonise the two trepds 
of the eastern and the western culture, one with its spiritual 
duflook on life and the other with its vast material progress 
Arid wealth accumulation. The idea is to retain the best 
in the ancient Indian culture and. to build on its rich found- 
ation a happy ' and prosperous village life in India which 
Would also reflect the achievements of modern science and 
dlT that -is 'good in modern life but adapted oh the one- 
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hand to the historical and cultural traditions of our country 
and on the other to her present requirement and future 
aspirations. Thus the Sriniketan experiment differs in an 
essential respect from the others in the same field inas- 
rhuch as the former has the background of a -vs'hole phi- 
losophy of life that seeks to unite the best of botli the 
eastern and the ^vestern civilizations. The programme 
of ;^vork followed by the institute is quite comprehensive 
and many-sided. On the economic side it aims at de- 
monstrating to the farmers scientific and improved methods 
of agriculture at the institute’s farm, introducing new 
crops, vegetables and small fruits and gi^^ng training to 
apprentices who would take afterwards to farming as a' 
profession. Vegetable gardening and small fruit grow- 
ing, dairy and poultry farming, cattle-breeding, and . 
revi\dng of a number of local industries as well as such 
others as might be profitable to the ullage people, are 
some of the otlier economic acti\ities that are followed at 
tlie Institute and are popularized amongst the neighbour- 
ing villages. The village welfare department of the. 
institute looks to the all important problem of sanitation 
and health in the surrounding villages and is equipped 
with a well-qualified medical staff for the purpose. The 
educational work carried on mider the supervision of this ' 
department consists in the running of a number of schools 
both for boys and girls, a rural circulating library and 
organising of lectures. Under the auspices of the depart- , 
ment training camps are also held to train ullage boys. ' 
as leaders of scouts in tlieir own villages and to train yoimg- 
men for reconstruction and welfare work. There is. also ' 
the Rural Experimental School to tackle the - problem' ' 
of rural education where a serious atteihpt is being made 
to fit the villagfe boys for a useful and independent cai^er 
in life and where emphasis is laid not only, on book-learning 
but on manual and creative wnrk so that the students^ 
may learn the lessons in self-hdp 'and good citizenship 
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as well as in the appreciation of beautiful things, through the 
teaching of such fine arts as music and painting. Thus 
the rural reconstruction experiment at Sriniketan has for 
its objective the reconstruction of the whole life of the 
village people including such important aspects as ccono.- 
mic and educational, social and cultural, and of health 
and sanitation. So far as the rc.sults of the various efforts 
are. concerned, it cannot be denied that in many respects 
they have been fairly satisfactory in their limited sjihercs. 
But even here a distinction may be made. Success i has 
been comparatively greater in the fields of health and 
sanitation and education and less in those of economic life, 
specially agriculture. 

Y.M.C.A. Scheme: — Among private eflbrts, the- 
reconstruction work done by the Y.M.C.A. in the Coim- 
batore District in the Madras Presidency deserves special 
mention. Their programme includes the “removal of 
illiteracy, improvement of agriculture, development of 
cottage industries, economic relief and the resuscitation of 
ancient rural institutions;” . 

The A.I.V.I.A. and the A.I.S.A. : — The All-India 
Village Industries Association' and the All-India Spinnens 
Association are the two other institutions which under the 
guidance of Mahatma pandhi have been .doing some 
useful work in re\'iving the old handicrafts of the village. 
Paper-making, bee-keeping, paddy-husking, gur-making, 
oil-pressing, soap-making, and leather tanning are the 
industries that the A.I.V.I.A. have taken up. The work 
of the association is mainly confined to research, experi- 
mentation and teaching. To bring the available know- 
ledgp.to the people, exhibitions arc organised, books are 
•published on the results of experiments and the , two 
periodicals, the ‘Gram Udyog Patrika,’ and the -‘Khadi 
Jagad are issued dealing with . the findings of the two 
as59eiation.s . from time ■ to time. 

i I 
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A few . other experiments A number of other 
experiments in rural reconstruction have also been made 
in different parts of tlie country from time to time. It is, 
however, difficult to give an' account of or e\’en mention 
all of them. The Benares dixdsion experiments, carried 
on under the , guidance of Mr. V. N. Mehta, however, 
deserve some notice. The Panchayat was the chief agency 
employed for the purpose and attempt was made to help 
the work of consolidation of holdings, _ development of 
"cottage industries, subsidiary occupations for the agricul- 
■turistj' improvement of agriculture and also of roads as well 
as spread of education. The efforts of Sir Daniel Hamilton 
in dev'elopmg the deltaic lands of the Sunderbans by 
establishing colonies there on modern lines have also’, 
been quite creditable. The experiment at Banasthali* was 
also a. laudable attempt made in the heart of Rajputana. 
The common feature of all these efforts has been their 
localized nature initiated by the zeal of individual efforts. 
And naturally the success achieved has also been- of limited 
importance, and cannot be said to have touched even 
the fringe of the .problem that has been before the country 
all this time "and that still continues to e.xist in as serious 
a fprm as it ever possessed. '• ■> 

The Government efforts : — As already remarked, in 
view of the increasing interest shown towards rural recon-r 
struction by the people in the country, even the Government 
had to move in the matter. The first definite encourage- 
ment to the .rural uplift movement from the Government 
came in the year 1935 with the announcement of a grant 
of Re. 1- crore by the Government of India for distribu- 
tion to the provinces to be spent on schemes for the econo- 
mic development and improvement of rural areas. ^Vith 
the, coming of the popular industries in office especially 
the establishment of Congress ministries in a number of 
proqdnces, tire movement for improving the lot of the poor 
Appendij; at 'ihe end of the Chapter. 
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villagers got a great impetus. Schemes aiming at the 
encouragement of village industries, improvement of 
village communications, rural sanitation and recreation, 
medical' aid, agricultural improvements, etc., have been 
promulgated in different provinces, c.g., in Bombay, the 
Punjab, the U.P., the C.P. and Beraf, Madras and 
Bengal. The Punjab and Bengal have the benefit of 
Rural Development Commissioners to look after the 
^vork and Rural Development Dcjiartments have been 
established in a number of provinces. .\nd though the 
intervention of Avar and the resignation by the Congress 
Ministries have resulted in the slackening of efforts a good 
deal, yet the framework of departmental organisation and 
to some extent the work done by it still continues to be 
maintained and reconstruction of our village life remains 
a live issue, though temporarily submerged under the 
‘win the war’ campaign, that must be tackled on sound 
and scientific lines in the post-war period by government 
effort if the country is to be saved from the tantacles of 
ruin and stagnation. 

Conclusion The above description, though 
brief, of some of the experiments in rural reconstruction 
made either by official, or non-official or semi-official 
agencies is fraught with a number of important lessons 
concerning the problem of rural -uplift in the country. 
The first thing that would strike even a surface-observer 
is that the efforts so far made have been not even a drop 
in the ocean and the problctrv of our dectiying villages is 
as much threatening to-day as it ever was. In fact it would 
not be far from truth to maintain' that the problem is being 
aggravated every day that passes and need foj solution 
is becoming consequently more and- more urgent. But 
this is not the most important lesson to be drawn. The 
more fundamental question is that of approaching the 
problem in a right perspective. For this a clear and scien- 
tific diagnosis of the nature of the problem is the first 
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necessity. It is a fact that our villages are life-less and 
poverty-stricken and streams of new life and new prosperity 
must begin to flow in them if our country as a ^vhole has 
to become happy and prosperous. It is again a fact that 
all workers in the field of rural welfare have unanimously 
agreed that the problem is a many-sided one and its 
solution pre-supposes not any isolated effort in any one or 
two spheres of life but an all-sided programme touching 
the various aspects of the life of our rural population. 
Because life is an organic whole, and you cannot build and 
reform one part of it without touching other parts. You 
start with the -work of health and Sanitation, and you will 
find yourself face to face with problems that are educational 
• and economic in their nature because, as any one would 
readily agree, our poverty mostly explains our unhealthy 
and insanitary surroundings and our ignorance which 
in turn reacts upon our efficiency that certainly underlies 
our low income. Thus it is a vicious circle that stifles our 
life and stunts our growth and the only effective way to- 
break it is to break it simultaneously at all the possible 
points. Another point that has also been emphasised 
again and again is that the success of any programme of 
rural uplift is ultimately based on changing the whole 
outlook of the people from a fatalistic pessimism to a self- 
reliant optimism for the future. In fact this is the crux 
of the whole problem, and it demands more serious thought 
than is generally given to it. It is to be very clearly under- 
stood that rural uplift is not the synonym for rural charity 
' and it is no rural reconstruction either to open a charit- 
able dispensary for the benefit of the poor villagers or to 
go into a \allage every moming'or every week and conduct 
the programme of ‘Gram Safai’ (village sweeping). These 
and other things are good only so far as they create in the 
villagers a new sense of appreciating this reform or that. 
But the essential thing is to widen their vision; intensify 
their thought, and harness their energy in Ae work of 
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creating a new world and a new laeaven here and now. 
But how is this to be done? Tlie existing depressed out- 
look of our village folk is, in its final analysis, due to their 
highly depressing conditions of living \vhich have been 
brought to such a depth of wretchedness that a little here 
and a little there hardly fills them with any enthusiasm. 
Our rural life is festering with deep and horrible wounds 
•and mere surface-dressing would not heal them. They, 
in fact, need the surgeon’s major operation otheiwisc our 
doom is certain and fast approaching. And no private 
effort, however rich and resourceful, is capable of under- 
taking the major operation. In fact limitation of .this 
nature has been felt by private agencies'' working in the 
field of rural reconstruction. Syt. J. C. Kumarappa. lays 
down the bare truth when writing about the. sphere’ and 
work of the All-India Village "industries Association he 
says “Although agriculture is the base of all industries, 
wehavenot taken it up as it requires a considcrablc.amount 
of special help in the form of state power to tackle it.” 
This is an honest .admission and the conclusion that 
follows is also unequivocal. If agricultural economy is 
incapable of being reformed or revolutionised by private 
effort, as only a fool would dispute it is, all talk of recon- 
structing our village life through private effort is either 
self-deception or criminal ignorance. Even the Royal 
Commission on Indian Agriculture was forced to remark 
“If the inertia of the centuries is to be overcome, it is 
essential that all the resources at the disposal of the State ' 
should be brought to bear, on the problem of rural uplift.” 
Thus our inference is absolutely undisputable that all talk 
of rural uplift is in the air so long as the man in the village 
is not inspired with hope for future and his present psy- 
chology of do nothing is changed into that of perfect acti- 
vism. And you can neither inspire hope in him nor change 
his psychology by empty words and high-sounding slogans 
or a little . of unimpressive patching here and patching 
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there when what is required is a wholesale transformation 
of the existing .state of. affairs. And this is not possible 
unless the State takes the initiative and the responsibility 
on its- shoulders and is really fired Avith a spirit of doing 
good to the people at every and any cost. This is a very 
significant lesson tliat all experiments in the so-called rural 
reconstruction have really to give to us. But then the 
question does not come to an end even here. You have 
not yet reached at tlie height of the ladder from y'here 
only a correct and full perspective of the issue in hand 
would be possible. And this is the point that so far has not 
been emphasized and even the greatest of our leaders has 
passed it unnoticed. And this is the question of changing our 
very slogan of ‘Rural Reconstruction.’ It is important 
for all students of Indian economy to understand and once 
for all that tire popular slogan of ‘Rural Reconstruction’ 
isj in fact, wrong and misleading. The correct slogan 
would be ‘National Reconstruction’ and if we have to 
confine here only to economic matters — the reconstruction 
of our national economy; this is not to be misconstrued 
as denying die importance of village economy m the nation’s 
life. This is merely pomting out the much forgotten truth 
drat just as rural reconstruction is an impossibility unless 
conceived in terms of die totality of village life, similarly 
rural reconstrucdon is impossible unless it is undertaken 
as an integrated part and parcel of the reconsti'uction of 
the whole of the economic life of our people. Only a 
few remarks would be sufficient to convince die reader 
of the truth of this idew-point. Rural reconstruction 
involves obviously the reconstruction of die basic industry 
of our country — agi-iculture. But agricultural recon- 
struction requires among other diings an occupational 
redistribution of our population; and how is this to be 
done unless the whole problem of economic reconstruc- 
tion or planning is to be tackled at a time. And this is 

not die only point ivhere such cross-relationships between 
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agriculture and other departments of economic life arise. 
And it is not only a case confined to agriculture. Reviving 
of our cottage industries also involves such a problem. 
If agriculure has to fit in with industry, .within industrial 
sphere also a co-ordination and balancing of large- 
scale, medium-scale and small-scale industries would 
be inevitable. And again it is round this nucleus that 
you have to set up and build other supplementary 
departments of economic life like banking, currency, 
transport and several others. Tlie sum and substance 
of all this discussion is that the economic problem before 
the country is not that of ‘Rural Reconstruction’ which 
is confusing the part with the whole but is that of planning 
the Avholc economic life of the nation. And it is to this all- 
important problem of economic planning that we propose 
to devote our attention in the next and the concluding 
chapter of this work. 



APPENDIX. - 

{A note on the working of ‘Jivan KiitiA at Banasthali.) 

A very interesting and illuminating experiment in 
rural reconstruction ^vas carried on at Banasthali, now the 
seat of the well-kno-wm Banasthali Vidyapith, in the Jaipur 
State, -by a band of devoted and sincere ^vorkers for a 
period of full seven years and a half, a brief description of 
^vhich ^vould be found very useful in vie^ving the problem 
of rural reconsti'uction in its correct perspective, and in 
drawing some very important conclusions in relation thereto. 
‘Jivan Kutir’ \vas tlie name of the rural Institute that ^vas 
organised for the purpose. The programme of ■^\'o^k 
envisaged was quite comprehensive and included agricul- 
ture, cattle-breeding, cloth-producing by hand, spinning 
and weaving, organisation of co-operative credit', educa- 
tion, medical relief and social reform. The idea behind 
the experiment was to see by actual experience as to what 
extent private effort can succeed in this field and what are 
tlie difficulties that come in the way. The area of work 
selected ■was fairly representative of conditions prevailing 
not only in the State but on tlie whole in the enth*e count^)^ 
The population of the area concerned numbered about 
five thousand and ivas distributed betiveen tiventy ' to 
twenty-five villages. Bansathali was tlie centre and the 
head-quarter and on the average the number of ivorkers 
came to between fifteen and twenty. All of tliem carried 
ivithin tlieu' hearts tlie real desire to help the people witli 
whom they had throivn their lot for the time being. They 
lived a truly rural life and worked like true comrades -of tlie 
\dllage people. They carried on the ivork of agriculture for 
self-experience ratlier than for introducing any agricultural 
improvements and tlie results confirmed the well-knowm 
truth tliat in India agriculture by itself is not a profitable 
proposition generally and exists on the whole in a condi- 
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tion of cost-price disequilibrium. It is tlie supplementary 
earnings of the agriculturist and his indebtedness that 
make his existence possible. Cattle breeding ^\'ork was 
•very popular but the villagers ^\•crc found unwilling, be- 
cause of their incapacity mostly, to pay for it, which was 
also the experience concerning education that was imparted 
through a number of night schools. Even a nominal 
school-fee would result in the number of students going 
down. About cloth producing the idea was to make the 
villagers self-sufficing at least in the matter of spinning 
all the yarn necessary for their clothing if not in that of 
weaving. The villagers had their ra^\' cotton and leisure 
to work it out. The experiment was quite successful for 
a time so much so that a few villages had totally stopped 
purchasing their cloth from outside. But non-profitability 
from economic point of view in certain line of producton 
e.g, dhoties for the males, inability of the hand-produced 
cloth to meet the taste and fashion of the people especially 
of the women folk, religious sentiment against carding 
because it involved the use of ‘Dhunki’ (the carding in- 
strument) which contained the string (Tant) that is made 
of something of the goats’ body, and lastly the lethargy 
of tlie people encouraged by the ever-rcadiness of the 
Bania to sell on credit cloth to the villager, and also some- 
times the difficulty of the agriculturist in saving his raw- 
cotton from the clutches of the creditor or his . own need 
to dispose it of to pay the state revenue— turned out to be 
the so many weak links in the chain and naturally the 
work never acquired self-momentum and collapsed as 
soon as the guiding hand of the workers was off. The 
experiment in co-operative credit was on- a limited scale 
and was carried on mostly with outside capital. The 
rigid personal suiDervision of the workers and their moral 
and personal influence were responsible for no bad debts 
incurring and the members were -actually released from the 
exploiting hands of the notorious mahajan, their past debts 
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^vere either paid oflF by the society, or became time-barred 
or were turned more or less into bad debts. But when 
the whole experiment closed the co-operative credit socie- 
ties were also -wound up as it was not thought very safe to 
leave the capital in the hands of the villagers. The work 
of social reform was carried on through propaganda 
witli music and lectures and produced some impression on 
the villagers. It is significant to relate that the ban on 
death-dinners was most bitterly opposed by members of 
the caste living in other villages and under the caste 
pressure people gave way. In carrying on this ^vork 
of reform it was clearly experienced that there exist 
certain elements in the village society itself that would 
fight any such attempt in every possible way. The Brah- 
man, the Bania, and those . dependent or connected with 
the existing political and administrative machinery as 
the 'Thakurs, the Patwari and the Patel, are the reactionary 
forces, that must be encountered with. Another very 
important experience gained 'was that such localized 
efforts cannot be permanently’ successful because the outside 
forces are so strongly unfavourable and opposed to them. 
Hence the work cannot develop self-momentum unless 
it is simultaneously undertaken on a large scale. Only 
the State can do it. Regarding private effort the greatest 
limitations were both of finding the required number of 
workers ^vdth suitable qualifications and of resources to 
support them. Thus this brief experiment in rural re- 
construction on a limited scale, started in 1928 and closed 
in 1936, has" simply helped us in confirming the conclusions 
that we have already reached viz-, of the ^vork rural recon- 
struction is of such a vast magnitude that only the State can 
successfully tackle it and its solution is possible only as 
an integi-al part of the full scheme' of our economic plan- 
ning. 
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In the last chapter on ‘Rural Reconstruction’ men- 
tion was made that the real problem that faces our country 
is not of reconstructing the life in the village which is im- 
possible to do. in an isolated fashion, but of planning on 
rational and scientific lines the whole of the- national 
economy of which our rural economy is but an integral 
part. It is the purpose of this chapter to study the prin- 
ciples and policies of such a national economic plan. 

The failure of the capitalist system and the 
question of planning; — It is a- well-known fact that our 
present capitalist system of economic organisation has 
failed to ensure economic progress of the world community. 
In spite of what is called the conquest over nature and 
improved and scientific methods of production \\'hich -have 
increased our capacity to produce to an extent unparalleled 
in the whole history of man, it has not been possible for us 
to end human misery and want. The present society has 
been reduced to a veritable mess and abounds in contradic- 
tions on every side. For example,, there is economic over-^ 
production on the one hand, and human undcr-consump-j 
tion on the other; there is plenty for the few %vhQ roll in 
the lap of luxury and lead a life of a most frivolous nature 
and poverty for a vast majority which goes without even 
a decent standard of minimum civilized existence. We 
have periods of exceptional business 'and industrial activity 
with inceasing production, pz-ofits, and employment result- 
ing in an all-round optimism at certain times,. and periods of 
exceptional inactivity with trade depression and decreasing 
production, and increasing losses, and unemployment 
resulting in an all-round pessimism at others. Examples of 
such heart rending contradictions can be multiplied with- 
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out number, but it is no use doing it.' The central fact 
that needs emphasis at present is that of glarin g-economic 
inequality bet^veen man and man as ^v'ell as nation and 
nation -which in its turn gives rise to inequalities in all 
the other departments of human life, moral, social, and 
political. And if any economic system has to fulfil its real 
purpose, it is imperative that on the one hand the existing 
economic inequality in society is ended and greater equity 
is introduced in the distribution of ^^•ea^th, and on the 
other maximum efficiency begins to operate in tlie field 
of production. Because modern capitalism in the present 
monopolistic .and restrictive stage of its development has 
failed to fulfil either of the two above objectives, tlie ques- 
tion of planning the economic life of a country has become 
a live issue of the modern world. The Bolshe\'ik regime 
in the U.S.S.R. for the first time in our history gave t he 
concept of economic planning a conc rete s hape. The 
^vorld-^vide trade depression which began in 1929 pushed 
the problem of planning to the front for the capitalist 
countries also. Then there was a sort of planning in tlie 
Nazi Germany also. The^present ^vorld war -with its total 
and totalitarian character has given tlie question of planning 
a neiv interest and importance altogether. "W'e have our 
statesmen and our economists all over the ivorld busy in 
the task of draiving blue-prints for post^-war economic 
reconstruction. Even India has not lagged behind in this 
respect. There hai’e been aheady published in our 
country a number of un-official plans (Tlie Bombay 
Plan, The Peoples Plan, and the Gandhian Plan), 
and tliere are also a few official plans published by 
some of the Provinces and Indian States.* The Central 
Government has so far issued two reports on post--war 

*So far as India is concerned die idea of planning in fact rs-as first 
conceived in a practical ivay by the I. N. Congress which appointed a 
Planning Committee Under the Chairmanship of Pt. Jas%-ahar Lai Xehru 
and \vhich .also functioned ' for some time. But, as we know, before its 
labours could bear any fruit its functioning was sabotaged by the political 
cycle that overtook the nation. 




624 ECONOMIC PLANNING 

reconstruction and further work is said to be going on with 
much rapidity. It is thus clear that economic planning 
all over the world and in India also has .been lifted from 
the domain of mere academic interest and discussion and, 
therefore, deserves our full attention. 

What planning means? ; — The first step in the 
discussion of planning is about understanding its meaning 
correctly. As the very dictionary meaning of the word 
(planning) implies, ‘planning’ in any sector of life and so 
in economics also it means the s ubstitution of ‘reason’ 
for ‘chance’, of^o rder’ for ‘anarchy’," or atom isrnT I TIs of 
t he ess ence-of-planning tha t thc re_cxists_cctLtral co-ordina,- 
tion. Hence it is no more than mere hair-splitting to say, 
as Prof. Lionell Robbins does, that even under a laissez 
faire economy one cannot deny the existence of a particular 
plan based on individual initiative and market mechanism 
through which it functions. Therefore, whenever wc 
speak of a planned economy our tacit implication is the 
•institution of a cen tral control and co-or dination by the 
government of the country over the economic life of society 
as a whole. Planning has, thus, been defined as “a cohe- 
rently planned reconstruction of the nation’s^ economic 
life for re-adjustment of. the. social. order as well as imagina- 
tive development of the_.land.” Prof. L. Robbins gives the 
following comprehensive definition of economic planning 
which may be profitably quoted here : “A system of eco- 
nomic organisation in which all individual and separate 
plants, enterprises, and industries, arc treated as co- 
ordinated units of a single whole for the purpose of utilizing 
all. available , resources to achieve -the maxiumum satisfac- 
tion of the needs of a people within a given interval of time. 
The essential features are the dependence of each produc- 
tive unit upon the entire system, and the existence of some 
unifying eentre which can- consciously shape the purposes 
of the economic system and decide upon the proper use 
of its separate and distinct elements.” Planned economy, 
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therefore, means- rtiuch active participation by the State 
in the direction of .tlie’ nation’s economy. 

Planning to what end?: — From the fact that eco- 
nomic planning has been practised by the Soviet Russia 
on the one hand, the' Nazi Germany on the second, the 
capitalist U.S.A. on the third, and even the bureaucratic 
government of India thinks of some kind of posMvar 
reconstruction cf the country, it should be clear that plan- 
ning can be made tn a Hence, it 

is a question of most fundamental importance that the 
planning of a countryVeconomic life should be undertaken 
to what end or objective? Unless a satisfactory answer 
is given to this question, the whole work of economic plan- 
ning may result in little or no advantage to the people of a 
country. It is also important to remember in this context 
that the end of economic planning is not to be fixed J n 
economic ter ms only. Ultimately it is the whole ‘ma n 
that concerns us, and, therefore, while considering the 
organisation of'a particular department of human life we 
have net to forget tliat it does not run at cross-purposes 
with the requirements of the whole. Our aim and objec- 
tive of economic planning, thus, can be no other than that 
oL contributing to -the greatest possible extent to the de- 
velopment of the (social) personality of every individual 
in society. This means not only the satisfaction of his more 
primary and basic needs_of life, as food, clothing, shelter,- ' 
etc., blit also of -thos e finen and cultural needs in the sati s- 
faction , of which only lies the ultimate end and the fina l 
meaning of huma n pprcnnnb'ty It is thus not ojjly a ques- 
tion of multiplicity of ivants, but also of their refinements, not 
only of wealth but also of welfare, not only of employment 
but also .of Icimre. It is, to sum up, a question of strildng 
•a harmonious synthesis between the material, rhoral an d 
s piritual values of lif e. To put the same thing in a more 
-clear cut fashion we may say, that pl^ning^to .be. fruitful 
'must fulfil _ tlie_ triple objective of sec^ty, freedom, and 
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lei^re. From an economic point of view we want security 
against want i.e., an efficient standard of living; politically 
and morally we want freedom; and for our spiritual 
and cultural development we need necessary leisure. It 
should thus be clear that in devising a scheme for economic 
planning our watchwords should be Security, Freedom^ 
and Leisure. 

The choice of alternative forms of economic 
system ; — Another important question that faces the • 
students of economic planning is regarding the type of 
economic organisation that should be established. “There 
appear to be only two economic systems from which to 
choose” : (?) The system of State ownership, (u) The 
system of private enterprise. “Between these two systems 
there can only be a medley of the two. There cannot 
exist anytliing which is distinct from these as an economic 
type or organism.” From the point of view of planning 
there is an essential difference between the two systems. 
.Under the system of state ownership, the •government has 
full possession over the economic- resources of the country 
and , hence can. plan by direct administration. Under a 
system of economy, however, where private enterprise 
plays -an important role, t he .government has to plan n ot 
through direct control but through compensating fo r, 
supplementing to, ■ s timulating or restraining the un-co- 
ordinated eff orts of private produce rs. Naturally planning 
under private enterprise playing an important role in the 
economic 'life, c annot b eso cffici^ nL-asy under state enter- . 
prise. About the difl^culties that planning under private 
enterprise-'may have to face J. R. Bellerly in his ‘Economic 
Reconstruction’, Vol. I writes “Evidence accumulated 
that a series of pc^itical, industrial, and social b arrie rs would 
be raised against any plan designed under Private enter- : 
prise, and that although each separately might not be in- 1 
.superable, together they present a most formidable barrier”. 
.It is not possible to discuss the; difficulties of planning under 
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private enterprise at any length at this juncture. But 
from the nature and kinds of control, planning under pri- 
vate enteiprise would involve, some idea and indication 
of these difficulties may be given. To ensure planning 
for full employment in a system of free enterprise, “all 
parts of the plan fall within the tliree following categories — 
(i) '■^^ansion of consuming power, (zV) Mlm fixing of a firm 
upper limit to prices, (m)'mnd special schemes for absorb- 
ing local unemployed and for regulating investment.” 
(J. R. Bellerly) . Similarly another writer discussing con- 
trols in a planned' economy argues that controls would be 
necessary for maximisation of production by preventing the 
diversion or wastage of scarce resources, for regulation 
of prices and incomes so as to prevent inequitable dis- 
tribution of wealth, and also for standardization and re- 
gulation of wages, stabilizing industrial relations and 
securing full employment. Now it is impossible to carry 
out all these controls successfully unless and until the private 
producers are ultimately willing to co-operate. ^Vhether 
such a co-operation would be coming from their side is a 
matter of great doubt. There would always stand the 
danger that p rivate^ ter^ igejiiay_pl ay , tlT g_xQle-e£-a--fi£th 
columnist and sabotag e from inside the whole schpmp^ r 
planittd~cctJnbmy tor Ihe country. It is also to be re- 
membered that in a planned economy whose jaim js. npt 
only to secure full emplojunent for all but also .maximurn 
efficiency, in production and equity in distribution, socia- 
lisation of industries would have to go much farther than 
might be necessary in case only full employment were our 
aim. Arguing from the \aew-point of full employment 
only, G. D. H. Cole in his ‘Means to Full Employment’ 
finds it necessary that the socialised sector of a country’s 
economic life must at least include the group of industries 
which are known as the ‘c apital-goods.^ aising 
• and which include housing, cml en.gineering, transport a nd 
■public utility-4adHStries. But as already remarked for 
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maximising efficiency in production, and minimising in- 
equity and exploitation, a large number of other indus- 
tries ^vould liave also to be socialised. All t he defence a nd 
hea^qf industries will have to be included in this category. 
How far state control short of complete socialisation stands 
in the way of efficiency has been fully demonstrated by 
the experience of Britain during the present war where a 
s ort of stntn capitalism has actually come into Existence. 
Thus it may be concluded on the basis of our discussions 
so far that from the stand-point of society’s welfare a fully 
jocialized- economy -is much better than a hylirid econ omy 
in which private enterprise iircdominatcs and state-enter- 
prise exists only as a supplement to fill in the gaps and loop- 
holes of the former. Thus state-enterprise functions as 
a second fiddle to the exigencies and requirements of 
private capitalist enterprise. Obviously the only. aim ^ of 
this tsme of planned economy can be to perpetuate cap i- 
talism which in its present stage of development cannot 
otherwise stand on its own legs. This is also the reason 
why capitalists and their academic advocates are in favour 
of not a fully socialized economybut of a sort of eennnmi r. 
dyarc hy including on the one hand “the state ownership 
of a sector of production and banking” and on the other 
a parallel sector of economy operating under a system of 
free enterprise. AVe cannot cast our vote in its favour 
should be a foregone conclusion, however. 

The claims of Gandhian economy : — The fully 
socialized economy, which we have preferred to an economy 
predominantly worked on private, enterprise, has also its 
critics and sceptics. These critics belong not only to the class 
of capitalists and their supporters, but also to a different 
one who are not in favour of modern capitalism, but in 
fact. are its great opponents.' Gandhiji ai'.d people belong- 
ing to his way of thinking belong to this class. AVe may 
.call them the Gandhian schooTof economics. This- school 
of economists is opposed not only, to the. capitalist ibrm of 
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industrialism but to industrialism of the modern mechanised 
t)pe itself. .In order to fully appreciate . their view-point 
it is necessary that vve understand tlie background of 
Gandhian philosophy. Gandliiji has certain eternal V'alu es 
of life which' he is not prepared to give up at any cost. 
These v'alues are truth and non-violence, the first being die 
end of all existence and the second being die means through 
which the abov’e end can be achieved. It is in keeping 
with diese values and their promotion in society as a whole 
that he vyants to establish a socio-economic order. Gandhian 
economists are opposed to capitalism because it is based 
on violence which is only anodier name for exploitation, 
but . they do not see any end of violence even when social- 
ization of means of jiroduction is achieved. Their reasoning 
is quite simple. They argue that modern large-scale^ 
industrialism whedier operating under a socialized or a 
capitalist economy means a large concentration and central- 
ization of power in the hands of those few men who are 
at dve key posts and who guide and design die whole work 
of production and distribution in society and there can be 
no guarantee against this centralized power not being 
used against the comman man. The result of all th is 
may mean the substitution of a managerial rule for th e 
present rule .of the capitalist, and die ordinary worker 
"may remahi in as much moral serfdom as before. They, 
dierefore, argue in favour of cottage industrialism with a 
much. more simple organisation of economic life so tiiat 
ev^’ery one may feel a sort of real freedom and independence. 
They are against large-scale industrialism also on the 
ground that work in a modern factor}-’ reduces the. worker 
to the position of a mere machine tender and there Is no 
opportunity- for die dev-elopment of his personality in such 
a work. Now so far as these criticisms against rnodem 
industrialism. '.are ^concerned, no , one can deny diat there 
is.much truth in diem. But we hav'e not to carry diem to the 
extreme. Fh’st, betause even in large-scale industrialism 
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with concentration of power the ordinary man, with ne-' 
cessary vigilence and a suitable machinery of main,taining 
democratic freedoiri, which is after all not impossible to 
devise, can to a great extent effectively minimise the 
■dangers arising out of misuse of power. Secondly, it is 
no use idealising all cottage-industry work as conducive to 
the development of personality and condemning all ma- 
chine work as oppose to it. Then, we have also hot to 
forget that for maintaining sufficient production required 
to keep the growing numbers in a state of efficient standard 
of life with necessary leisure, large-scale production may be 
necessary. The predilections of the Gandhian school in 
■favour of a simple way of life and sanctity of human labour • 
are further reasons for their emphasi's on cottage indus- 
trialism, and also, to an extent, provide an answer to the 
slogan of working for an ever-increasing standard of living 
and justifying large-scale production. There is also the . 
special condition of our own country which further lends 
.support to .an economy which is based on greater use of 
human labour and consequently less of labour-saving 
machinery. Thus, in summing up, we can say that the 
Gandhian economy has in its favour the point of emphasis- 
mgj:he. need .to guarantee freedom to an ordinary indivi- 
_^al„ in. society on the one hand and of offering greater 
chances of immediate full employment for our- large popula- 
tion on th_e_.p,ther. It also has the further advantage of 
emphasising a'Tertain class of values in life based on simpli-' 
city of living and dignity of labour which appear to be a 
necessary corrective . to the present order of society with its 
battling complexity and craze for multiplication of wants. 
In fairness to the Gandhian economists, it should also be 
mentioned that though on the one hand they advocate 
cottage industrialism so far as .the supply of consumption- 
goods is concerned, on the other they also admit the need 
for the development of a few basic or key industries for the 
country. In this class are included the Defence, industries, 
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the Power industries, the - Mining metallurg^'^ and forest 
industries, machinery and machine tools industries, hea\y 
engineering industries and chemical industries. All these 
industries are to be owned and operated by the State. 
Similarly among public utilities need Tor railways, and 
aeroplanes is not unrecognised. Hence we have to conclude 
so far as the claims of Gandhian economics are concerned 
with the remark that it supplies us with much that is valuable 
for the future re-organisation of not only our economy 
but our social life as a whole. 

The future order of economy to be a synthesis 
of Socialist and Gandhian economics : — From our 
discussion so far, our cohclusion about the type of economic 
organisation that we should choose as the basis of our 
planned economy in future is that it will have to be of a 
form that is the synthesis of the socialist and the Gandhian 
t)'pes. Their difference lies- not in advocating by one what 
the other condemns but in emphasising by one what the 
other may just neglect. Thus one is a necessary supplement 
to til e other and the genius of India will have to perform 
the task of working out a synthesis of the two in thfe field of 
practice rather than theory. It is only on this basis that 
we shall fulfil the triple objective of planning that., we 
have set before us — security, freedom, and leisure or mate- 
rial, moral, and spiritual prosperity .'of mankind. 

National self-sufficiency our main basis : — An 
important question about the planned economy in India 
is whether the basis of our planning should be national 
self-sufficiency or international economy. Now • there is 
much loose thinking in this connection prevailing at present. 
It goes without sa)Tng that the larger is the area over which 
a co-ordinated plan of economic development operates 
the better it is. From this point of view a co-ordinated 
scheme of planning with the whole world as one unit would 
be the most desirable thing. But an essential condition 
fo^^.the working of a world-wide planned- economy would 
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be. the existence of a world state. The implications, of 
such a world state would be that the economic resources 
of the world as a whole would be available for the citizens 
of the world without any distinction between them. The 
backward areas of the present would have as much claim 
for uniform development as the most forward ones, and to 
maintain a uniform standard of living throughout the world 
the more prosperous ones will have to subsidise the less 
prosperous. Thus the world state' would mean a real 
brotherhood and partnership not only in common pros- 
perity but also in common want. But so long as such a 
world state is not there, all talk about international economy 
is purposeless. It can under the present circumstances 
mean only an arrested development of backward countries 
like India and China. Therefore, wc are definitely of the 
opinion that planned economy for India must be built up 
on the basis of national sufficiency largely. This would 
not .mean economic isolation or no international trade. 
All that it implies that we have to so make use of our 
national resources as to give us the optimum results with- 
out in any way having imperialist designs over other count- 
ries of the world. This ideal of national self-sufficiency is 
desirable from the point of view of isolating our economy 
from the hazards of international capitalist imperialism 
on the one hand and national autarchy on the other. The 
basis of national sufficiency for our economy makes one 
more point clear. It is that we have to plan in a unified 
and co-ordinated way for the country as a whole — British 
India and Indian States all included. ■ Neither the..- pr o- 
vinces nor the states should be permitted to plough the^ 
lonely furrow s and work at cro ss-purpose s. There must 
exist one integrated ' and well-knit plan for the country as 
.a whole and the various provincial, state and other regional 
plans must be in keeping with the All-India policy. 

National freedom the first condition for plan- 
ning So for we have discussed the main principles -o'n- 
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which’ economic planning in India should be carried on. 
It is not necessary to discuss here the question of means in 
detail. This does not meam that the problem of means 
is any the less important. But if our objectives and prin- 
ciples are well-defined and fixed, we shall not find much 
difficulty in .devising correct and effecth'e means also. 
Neither the difficulty regarding finance nor regarding 
the setting up of a suitable machinery for carrying on the 
work of planning ivould prove insoluble. The econo mic 
development of a country is ultimately determined by the 
men and material resources of the co untry in question and 
money is only a lubricat ing oil to keep the wheels_fl £pro- 
duction going, plough to prevent it frorn acting as a fi fth 
c^ ill tli e wheel h does requ ire a v igilant and e xp^ilJimid- 
■ ling. Tire machinery for carrymg on the work of actual 
planning must be on the one hand free from the day to 
day interference of the politician’ and on the otlicr its 
functioning must be based on tlie free support of the masses. 
The whole nation should feel its responsibility in not only 
carrying out the plan but also in devising it and the func- 
tioning must be tliro'ugh the well-kn6\vn method of ‘trial 
and error.’ Now all this is possible only when we become 
die real and effective masters of our own destiny. In other 
words for planning of the type we conceive it is necessary 
thatywe- achieve national freedom and a really effective 
'people’s state, is established in- the country. Unless this is 
possible, no question of planning so as to be in the interest 
of the people can arise. 

Need for a planned economy in India: — ^That 
India stands in the terrible necessity of a planned economy, 
is more than proved by the condition of verit able , mess in 
Vvhich our national ' economy at present is found-. Wc__are 
the- poorest people in a rich lan d. In the matter of food 
as much as in drat of clothing, housing, education, and 
medical relief, even the minimum requirerh'ehts of our 
people remain unsatisfied. A few statistics- may be quite 
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revealing in this connection. The latest estimate (1931-32) 
of an average per capita income for British India has been 
put at tlie very low figure of Rs, 65/- per annum. The 
real income, however, of over 70% of our population is 
much less than this average. Prof J. C. Kumarappa iii 
his Report of the Industrial Survey Committee of the 
Central Provinces and Berar says, “We may safely say that 
the per capita income per. annum in the province would 
be in the neighbourhood of Rs. 12/-.” (Part I, Volume I, 
-page 6, quoted in the Gandhian Plan, page 57). The 

figures of per capita income in other countries are : 


Country. 

' 

Tear. 

Per capita income 
{Rupees) . 

U.K. 

. . 

1931 

1,013 

U.S.A. 

, , 

1932 

1,186 

Germany 

« . 

1925 

520 

Japan 

« t 

1925 • 

176 ■ 

U.S.S.R. 

« * 

1925 

133 



(From the Gandhian 


' 


Plan, page 58). 

In the 

matter of food the position 

in India was summed 


up by the Director General, Indian Medical Services in' the 
statement that 399/, of our people are M'ell nourish ed, 
41% are poorly nourished, 

”^The diet of the bulk of 
balanced and deficient in caloric value. The balanced 
diet of an adult will yield approximately 2,600 calories, 
which are necessary for the maintenance of normal health. 
According to Dr. Ayhroyd, the value in calories of the 
common ill-balanced diet (in India) is not more than 
1,800. This too is perhaps an optimistic estimate.” (Gan- 
dhian Plan, page 55). Dr. R. K. Mukerjee has estimated 
a food deficit in our country for about 10. to 12 % of. our 
population in his Food Planning for 400 millions. "Coming 
to the consumption of clothing the position in the country 
is equally ba.d. India consumes only. 16 yards of cotton 


and 20% are badly no urishe d. 
Indianpopulation livery ill- 
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textile per, head of population as against 64 yds. in U.S.A., 
34 in Germany, 21 in Japan, and 19 in Egypt. The housing 
conditions in' the countr)^ reveal a similar tale of ^\•oe. So 
far as education, health and sanitation as well as medical 
services go, tlie existing unsatisfactory state of affairs is 
also not a matter of any doubt. For example, according 
to 1941 census, only 12% of the population in India is 
literate whereas figures in some of the other countries 
^vere : 


Country. 


Tear. 

Percentage. 

U.K. 

, . 

1921 

76.1 

U.S.A. 

, , 

1920 

74.5 . 

Canada 

. . 

1921 

71.6 

Germany 

. • 

1925 

80.5 

France 


1926 

80.1 

Japan 

• • 

1925 

71.7 




(Gandian Plan, 
page 88). 


In the matter of medical facilities, an idea of our 
existing position can be gained by the fact that the number 
of hospitals and dispensaries in the country stands at about 
7,000 only, and the number of practising doctors is esti- 
mated at about 42,000 which means one doctor for 9,000 
persons. The total number of nurses is only 4,500 i.e. 
1 nurse for 86,000 persons. In Britain there are 109,500 
nurses and 61,420 doctors, i.e. 1 nurse per 435 persons and 
1 doctor per 776 persons. (See Gandhian Plan, page 87). 
All these facts are proof positive of the great economic back- 
wardness of our country and if as. a people we have to raise 
ourselves out of this abysmal poverty, the only ^vay to do 
it is of raising the standard of national production on the 
one hand and ensuring equitable distribution on the other. 
Because production and distribution are so much inter- 
dependent that without solving one the solution of another 
is impossible. Now all this needs a well-thought out 
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programme of planned economy for tlic country. Let us,, 
therefore, discuss the main planks of such a jirogrammc. 

Main planks in a planned economy for India : 

(?) Agricultural planning : — Agriculture is life basic 
industry of pur country, nearly 7jD% of our population 
depending on it for its subsistence. Hence the importance 
of rehabilitating our agricultural industry is obvious. The 
main points in such a programme of rehabilitation would 
be : — 

(rt) Nationalization of all land including the aboli- 
tion of the existing Zamindars with a fair compensation 
paid to them; the land to be leased out to actual cultivators 
in economic holdings either for individual or co-operative 
or collective farming on payment of a fair land tax. Thus 
there will be left no middlemen between the actual culti- 
vators and the state. 

[b) Liquidation of the existing rural indebtedness 
so as to free the cultivator from usury and organising a 
sound and rational system of rural finance. 

[c] Carrying out of various measures for improving 
the yield of ourJand. They would include better irriga- 
tion, prevention of soil erosion, flood control, crojj plan- 
ning, better manure, permanent improvements on land, 
better seeds, and better implements. 

{d) Extending the area of cultivation by reclaiming 
the ‘cultiv'able waste’ which is estimated to be about 170 
million acres. 

(e) Cattle improverficnt. 

(/) Improved marketing of agricultural produce. 

(g) Agricultural insurance covering famines, floods, 
water shortage, frosts, pests and cattle diseases. 

(/?) Development of agricultural subsidiary industries 
SQ -as to supplement the income from agriculture proper. 
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(ii) Industrial planning: — Industrially India is almost 
an undeveloped country. According to 1941 census 
figures, only 16.3 million persons out of a working popula- 
tion of 170 millions and a total population of 389 millions 
\vere engaged in industry. Tljis gives a percentage of 9 
to working population and 4.2 to total population. Out 
of this the percentage of factory labour is still less, about 
4 million people being employed in factories using mecha- 
nical power. This shores diat India has to make up a great 
leeway in the field of industrial development of the country. 
The importance of industrial development is manifold. 
First, if we have, to raise tlie standard of living of our 
people, industrial development of the country is necessary. 
Secondly, in the rtip.dem world, industrialisation is . tlie first 
condition of effective defence, of the country. Thirdly, 
our economy at present is extremely unbalanced and a 
bet ter occupational distribution of our population is our 
.first necessity. A large number of people at present draw- 
ing their'^suKsistence from agriculture must be released for 
employment elsetvhcre as a result of agricultural rehabili- 
tation in the country. It goes without saying that industrial 
development must offer part of the employment required 
for the people so released from land. Thus agricultural 
and industrial development of our country are inter-de- 
pendent. The main points in a programme of industrial 
development Avould be : — 

{a) Development of the following Basic Industries — 
Defence Industries, Power-Hydro and Thermal Electricity, 
Mining, Metallurgt'^, and Forestiq' including Iron and 
Steel Industries, Machinery and Machine tools, Heavy 
Engineering, such as ships. Locomotives, Automobiles, and 
Air-craft, and Chemicals such as Hea\y Chemicals, fertili- 
sers, and pharmaceuticals, and Cement. 

IJ)) Developmnit of consumption goods industries — Te.xtilcs, 
Glass industry. Leather goods industry, Paper industr)% 
Tobacco industry, Oil industr)' ete. 
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(c) Development of small scale and cottage induslries 
in th; field of consumption goods. Here a difUculty arises, 
On what basis should we decide the respective claims. of 
srrtall" scale vs. large scale industries in the production of 
those goods which can be produced on either basis? The 
one critcrion that we can adopt to solve this difficult ques- 
tion is purely technical, “Given the Volume of capital 
available and the available supply of labour, there is an 
optimum ‘round-aboutness’ of method of production, or 
as we may call an optimum ‘technological timc-prcfcrcncc’. 

If the planning authority uses too crude technology, there 
would be shortage of man power; on the other hand if it 
uses too advanced technology, there would be surplus of 
man power. The. optimum ‘round-aboutnes.s’ or ‘techno- 
logical time preference’ would be such that there is neither • 
surplus nor shortage of man power. Only with this round- 
aboutness, could we achieve maximum economy of capital. 
The planning authority will determine the representative 
‘technological time preference’ appropriate at any parti- 
cular stage of the Plan. • This will automatically determine 
the place of cottage industry, small scale industry, and - 
large scale industry in the plan at that particular stage.” 
In simpler language, the problem of the relative place of 
cottage industries in the economic plan should be consi- 
dered strictly on the basis of relative supply of labour 
and capital in the country. . From a technical point 
of view it would lead to maximum production with the 
available resources. But the problem has a non-technical 
and non-economic aspect also which we cannot neglect. 
As Gandhian economists have been emphasising, cottage 
industries have certain socio-political and cultural ad- 
vantages. They ensure decentralized initiative in produc-' 
tion which not only results in automatic equitable distribu- 
tion of wealth, but also gives a sense of freedom to the 
individual producer and an opportunity for the develop- 
ment of his personality which are absent in case of large 
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scale production. The dangers of centralized power are 
also out of. question in case of decentralized production. 
And it is for all these reasons that the Gandhian school of 
Economists have advocated a kind of planning, known as 
“Horizontal planning”, which is different from the socialist 
planning. The central idea in such a planning is to keep 
in the main the frame work of handicraft-economy but at 
the same time to leave room for state enterprise at those 
strategic points of our economy ^vhere large-scale and 
organised efforts are necessary and inevitable. It is dif- 
ferent from a socialist economy in the sense that the state 
does not pervade the whole of the productive acti\dty but 
comes in only at certain points. For example, under 
horizontal planning iron and steel or lumbering industr)' 
would ,be run on a large scale and on a nationalized basis, 
but the products thereof as iron, steel or wood would be 
used by independent artisans in producing consumers’ 
goods from them. Similarly in the fields of research, 
experiment, marketing, and provision of capital, where the 
artisan cannot solve the problem single-handed, tlie co- 
operation and aid of the state must, be taken. Thus tlie 
essence of horizontal planning is to seek the intervention 
of the state at certain well-defined vantage points. This 
sort of plaiming has to be appreciated against the back- 
ground of a whole philosophy of life ^vhich deserves our 
attention quite seriously in the present~machine-ridden, 
speed-ridden, and war-ridden world. All tliat rve can 
say at this juncture, ho\vever, is tliat the place— of-cottage 
industries _in_the.future„plan of India’s economic , develop- 
ment shall have to be decided not only on the basis of 
economic or technical consideration but also on that of 
socio-politico cultural considerations to some extent. 

(d) Control of industrial localization. - One of the 
most undesirable facts about tlie large-scale industrializa- 
tion of our country has been the concentration of industries 
in the two provinces of Bombay and Bengal. The present 
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war has aggravated this tendency to a great deal. A 
further aspect of this dcfectiN'i; locali'/ation is that of giant 
cities like Boml);iy and C’alcutta growing more and niont 
populous. Mence an important aspect of industrial 
planning in the country woukl he concerned with ])reventing 
unnecessary localization ol' industries and thus ;ivf»i(rmg 
llte evils of concentration, over-crowding, and slums. I.luis 
delocalising, and dispel sing the m.'tcliine industries in 
scattered towns and villages will l(>rm |)art ol' a conscious 
direction of the economic system. Attention on regional 
sclf-snilic ieiicy in so far .is economic and desirable will have 
also to be gi\on. In delocalizing the machine industries, 
it must be i)ointed out, for example, that it would he both 
desirable aiul profitable to disperse a numl)er of agricul- 
tural industries as sug.ar-refining, flour-milling, oil-manu- 
facturing, cotton, gi ning and manufacturing factories, to 
areas producing the respective raw materials. 

(c) Tilt' (jiustiou of stolt'-own-.rshiji. .A fjuestion of 
basic importance concerning the industrial planning of 
our country is alxmt state vs. private ownership. So lar 
as our ultimate ideal goes, we are definitely of the view th:u 
with the cxcei)tion of those small sctile industries which 
arc run by independent handicraftsmen with the help of 
the members of their families and without employing ;iny 
wage labour, all industrial ])roduction must be carried on 
under state-ownership, control and management. But 
we are conscious of the fact that some time will have to 
lapse before such a consummation would lake place. ^Vc 
visualize the ultimate ideal to be reached in the following 
stages All the defence and other basic and key indus- 
tries as well as the public utilities must be immediately 
brought under state ownership and operation. All new 
industries, whether basic or consumer’s goods industries, 
to be established in future must be state-owned and operated. 
The existing consumer’s goods industries working on the 
private enterprise basis must be gradually taken over by 
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the State with reasonable compensation paid to their pre- 
sent' o\\'ners. Till they are so owned and operated they 
must be strictly controlled by the state in the people's 
larger interests. 

{Hi) Planning in other sectors of economic life : — So far 
\ve have discussed planning in the two main sectors of our 
economic life. But for planning to be complete and fruitful, 
other sectors of our economic life should not be neglected. 
Thus planning will have to be extended to all of them. 
Our trade, tariff, and public finance, our banking and our 
currency, all will have to be planned so as to fit in with 
the general scheme of planned economy that we decide 
to adopt for the country. In the matter of trade, so far as 
foreign trade is concerned it must be State monopoly, 
while internal trade will also need a complete re-organisa- 
tion in such a way that state or co-operative trading 
increasingly replaces individual trading. And to the 
extent individual trading continues it will have to be strictly 
controlled by the state so as to eliminate tvhat is known as 
middlfr^men’s profiteering. This would require fixing 
up of prices by the State at different stages of the turnover 
of goods and ser\'ices. Another important point in our 
trade planning has to be one of evolvmg such economic 
regions tliat so far as possible goods and services locally 
produced are also locally consumed. Thus minimum of 
trading acti\'ity ^\■ould remain necessary. 

Similarly to tlie extent there is the need in the 
interest of working out our planned programme of econo- 
mic development a sound and suitable policy of national 
tariff and other forms of protection to industry and agri- 
culture 'Will have to be evolved. The role of public finance 
in a planned economy would also undergo a radical change. 
Many orthodox principles of public finance wiU be throum 
to the winds. Unbalanced budgets and public borrowing 
to finance schemes of national reconstruction would not 
remain a scare they are to-day. New items of expenditure 
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as On public utility and social services will" have to be 
incurred and new resources will have to be found to meet 
those expenses. The management of country’s currency 
and banking Avould be in State hands and for these as well 
as other purposes of our national plan. The country’s 
banking resources will .have to be effectively tapped and 
iDi'oad-based, banking and credit facilities would have to 
be greatly extended. So far our currency and exchange 
have met the needs of a foreign government concerned 
more with treasury requirements and maintenance of 
exchange stability at the cost of internal stability of prices 
and national economic development. But jn a planned 
economy, the .needs of nation’s trade, industry and agri- 
culture, would .be the only, giiiding factor. The unholy 
\vcdlock at present e.xisting betw^een England and India in 
the sphere of currency will have to be brought to an end 
so as to have the necessary freedom to follow an indepen- 
dent course of action. 

(iv) Planning for educational, social and cultural ameni- 
ties of life : — Man cannot live without bread, but he cannot 
live with it only. A civilized existence includes full faci- 
lities for free education of all kinds and in all stages adopted 
to the needs of the development of an individual’s 
personality, for maintaining an efficient standard of health 
and sanitation of the population both through preventive as 
well as curative means, and for necessary recreation and tra- 
velling through the organisation and extablishment of village 
clubs, Bhajan mandals, and other cultural , and recreative 
associations for the former and development of all kinds of 
transport, railway, road, and water, and postal and allied 
facilities for communication for. the latter. The country’s 
planning authority will have to look- to the provision of 
all these educational, social, and cultural amenities of life 
to the people. Here means of transport and communica- 
tion have been included in:the categ’ory of social and cul- 
tural amenities, but their importance is great from econo- 
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mic as well as defence point of view also. Thus a \vell- 
planned programme of not only railway and road transport 
but of water and sea as well as air transport will have to 
be framed and worked. out. In the supply of social ameni- 
ties the need for adequate water-supply and electric light 
has also to be realised. Thus plannmg will have to cover 
these non-economic sectors of our life also. 

, {v) Planning in the distribution of the national dividend : — 

Last but not least is the question of an equitable distribu- 
tion of our national income. And plannmg would have 
gone amiss if it were to neglect this all important problem. 
Our concern in this respect is that every individual gets 
the necessary income to lead at least the minimum "standard 
of living supposed to be necessary for his full development 
of personality. ^Ve ha\^e not to forget that modern capi- 
talism has failed more on the be d-rock of in equitable 
distribution than on any other. Hence our planning 
authority will have to be particularly careful about this 
aspect of planning. Following steps are important in this 
connection ; . . 

{a) Passhig of a minimum as well as 'maximum wage 
legislation to be enforced for every -worker and sufficient 
to provide him with the ‘national minimum’ so far as the 
former goes. 

{b) Passing a national msurance scheme of social 
security to provide, against temporary unemployment, 
sickness, accident, invalidity, old age, and widowhood. 

(c) Provision. of facilities for training for alternative 
employment. It means- that if a worker has lost work in 
one kind of employment and cannot again get the same 
kind of work, he must be trained for a different kind of 
^vork so that he may be gainfully re-emplo)'cd. 
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'^d) The .uitimatc aim of planned economy must be 
,to. end all unearned incomcj i.e., the capitalist principle 
of income acccruing by mere ownership must not be allowed 
to function at all. Thus steps should be taken to progres- 
sively diminish the share of national income going to owners 
only. Till total abolition is possible such share must 
be controlled and limited by the state by fi xing a maxi mum 
interest rate as well ns prnfii rntc for private pro ducers. 


(fi) Steps must also be taken to see that the actual 
consumption by the masses takes place iu the direction of 
procurring better food, better clothing, belter housing, and 
a larger measure of all services, utilities, and amenities. 


Our concluding remarks : — In the foregoing 
pages ^ve have discussed in general terms the principles 
and policies underlying a planned development of Indian 
economy. It is a stupendous task equally urgent which the 
nation will have to take up with all its vigour, foresight, 
and creative genius, if our present terribly miserable lot 
has to end. There is not the slightest doubt that India is 
fully equipped to fulfil the demands of its destiny provided 
her present political handicap disappears. So far, however, 
as a fully democratic government is not in effective power 
in the country, there can be no question of planning on 
the lines we have here discussed to be translated into action. 
Till then all discussions of planning arc bound to remain 
of more or less academic interest. But the immediate 
future presents us with another danger also. All this 
talk about planning. in tlic country after the war not only 
in non-official but in official circles also is not going to end 
in nothing. Something in the name of planning, post-war 
India would certainly experience. Now the type of plan- 
ning is always determined by the colour of the government 
in power. Our capitalists arc anxious to develop indus- 
tries in the country. The Bombay Plan envisages such 
a development. There is every possibility that just .after 
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tile war the future government of India though under 
British Control may arrive at some compromise with our 
capitalists and some agricultural and industrial develop- 
ment in tlie country may take place. But how much of 
the benefit of such a dei-elopment would go to the masses, 
only future would reveal? The task before nation’s 
leadership ivould be to see that the claim of the masses 
does not go by mere default. 



APPENDIX No. 1. 


AGRICULTURAL INDEBTEDNESS IN INDIA 

Al a time when schemes for the future planning of the economic life of 
the country arc engaging the attention of our economists, industrialists and 
statesmen, it would not be out of place to focus thought on the solution of 
one of the most stupendous economic problems that face us to-daj', 
the problem of India’s agricultural indebtedness. Because no sclieme 
for the economic development of our country will be \vorth its 
name unless it envisages a solution of this problem on sound and 
practicable lines. It is also a fact that in spite of the' rise in prices that the 
present war has brought about and the resulting benefit to our agriculturists 
to an e.xtent, the problem of agricultural indebtedness is as grave as ever. 
Whatever relief the rising income of the agriculturists has brought in this 
connection is nothing in comparison to the vastness of the problem. And 
unless a sound and systematic policy is adopted by the Government to check 
the onslaught of the post-war slump, the danger that in the post-war period 
the situation may worsen a good deal is already there. Hence the urgency 
of the problem of our agricultural indebtedness is great and demands that 
our economists and our statesmen should set themsch’es thinking anew on 
this all-important question. 

It is not the purpose of this brief article to enumerate the common plati- 
tudes, with which every schoolboy is acquainted regarding the causes of this 
indebtedness or the efforts that have been made so far by different Provincial 
Governments since the thirties of this century towards its solution. The 
point that specifically concerns us at this juncture is that in spite ,of all that 
has been attempted In the past, the problem persists in all its seriousness and 
some more far-reaching attempts towards its solution have to be undertaken. 

Broadly speaking, the problem of agricultural Indebtedness has a two- 
fold aspect. First, there is the question of. relieving the agriculturist from 
jiis e.'tisting debt and his economic serfdom to the money-lender. .Secondly, 
he is to be prevented from falling a prey to the same miserable lot in the 
Tuture. The latter aspect of the problem for its effective solution depends 
among other minor points on two major factors, turning agriculture from a 
depressed industry, ^vhich it is to-day, to an economically prosperous one so 
that the income of the agriculturist^ may increase, and reorganizing the 
e.'visting machinery of rural finance on sound and scientific lines so that the 
financial requirements of agriculture may’ be satisfactorily’ and adequately’ 
met. Wc shall not be concerned here with this object of the problem ^vhose 
solution integrates itself into the question of reorganizing the whole economic 
life of the nation on lines fundamentally diflerent from those now existing. 



11 


APPENDIX NO. I 


: Coming to the first aspect of the problem, some general and broad prin- 
ciples on which an agreement would be' neecssarj- should be formulated before 
any actual scheme can be possibly evolved. They may be mentioned as 
follows : — 

(1) Any scheme relating to repas-ment of debts should be based on 
the existing repaying capacity of the agiculturist. In other words, increase 
in his future income due to improved agriculture should not be diverted to 
the repayment of existing debts, otherwise the agrailturist nill have little 
enthusiasm in taking to improved methods of cultivation. 

(2) .All debts in regard to which the creditor can render no satisfr.cloix 
account kept in writing and the agriculturist shows disagreement should bc 
declared as, repudiated. 

(3) If the creditor altogether has already received at least double the 
amount of the principal, he would not have any further claims on the debtor. 

(4) The term ‘agriculturist’ will include all persons actually engaged 
in cultis-ation either on their own lands or on those ofothers. Landless labourers 
would thus be covered. 

(5) The scheme should be framed and enforced by the Central Govern- 
ment for the wljole of the country-. 

It is on the above principles that some scheme to solve the agriailtural 
indebtedness of the countrs- may be evolved. The whole of the agriculturist 
population of the countrs- should be classified into' two clear-cut divisions. 
The first category should include those persons who, looking to their present 
incomes, can be said to'have no repaying capacits- at all. T he criterion will 
be that under the existing circumstances agriculture provides them hardly 
with bare necessaries of existence. All such agriculturists should Ijc relieved 
of the burden of their existing debt by means of a Government order. Np 
vested interests should be allowed to stand in Jhc -way of such a rcvolutionaiy 
solution. In the second categon.' would come all those agriculturists-whd 
would repay their debts in easy instalments according to their repaying capacity 
but in no case more than the amount that would Ire double of the principrl 
of the loan. The repaying capacity of an agriculturist rvould be calculated 
on the basis of his present net savings which would be left after meeting his 
dav to day needs and other necessary payments of revenue etc., and would 
be taken to equal ten times such annual net savings. Tlie Government would 
take upon itself the responsibility of repaying all the debts of the agriculturists 
so calculated to the creditors, thus so far as the agriculturist is 
concemetl, he would be relieved from the clutches of the mones'-lender. 
The Government may pay the money-lender in lump sum or in instalments 
or in both. This would depend upon the convenience of the Government. 
Interest bearing bonds, redeemable or irredeemable, may also be issued to 
the creditors for part of the loan. The agriculturist will rep.ay the amount 
to the GoV’ernment in easy instalments. 
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It is on some siirli lines ns mentioned above tliat the stupendous problem 
of agricultural indebtedness can be solved. It is no argument to say that 
the scheme as envisaged here is too revolutionary to mahe it practicable. It 
is not at .all claimed that the above is a full and detailed scheme svhich would 
require no change or modifieation before putting it into practice. All that 
is suggested is that it is in some such over-hauling direction that steps will 
have to be t.akcn to solve the problem of indebtedness. Our economic orga- 
niviation has reached the st.agc of complete exhaustion. Bengal is a living 
example of this rotten stage of affairs. Mere patch work would not now meet 
the demands of the situation. It is a big problem that faces us, and by 
thinking in a big way only we shall succeed in nearing the solution. . 
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